^^/^^."7^/^ 


BALANCING  THE  BUDGET 


HEARING 


BEFORE  THE 


SUBCOMMITTEE  ON 
CONSTITUTIONAL  AMENDMENTS 


OF  THE 


COMMITTEE  ON  THE  JUDICIARY 

UNITED  STATES  SENATE 

NINETY-FOUKTH  CONGRESS 

FIRST  SESSION 
ON 

S.J.  Res.  55 

PROPOSING  AN  AMENDMENT  RELATIVE  TO  THE  BALANCING 
OF  THE  BUDGET 

S.J.  Res.  93 

PROVIDING  THAT.  EXCEPT  IN  TIME   OF  AVAR  OR  ECONOMIC 

EMERGENCY  DECLARED  BYi  THE  CONGRESS,  EXPENDITURES 

OF  THE  GOVERNMENT  MAY  NOT  EXCEED  THE  REVENUES  OF 

THE  GOVERNMENT  DURING  ANY  FISCAL  YEAR 


SEPTEMBR  23  AND  OCTOBER  7,  1975 


Printed  for  the  use  of  the  Committee  on  the  Judiciary 


)rar^ 


61-823 


U.S.  GOVERNMENT  PRINTING  OFFICE 
WASHINGTON   :    1975 

^.ANKLIN  PIERCE  LAW  CENTER 

Concord,   New   Hampshire  Q33QX 

ON  DEPOSIT    -^kfr^ 


^    ^BALANCING  THE  BUDGET 


HEARING 

BEFORE   THE 

SUBCOMMITTEE  ON 
CONSTITUTIONAL  AMENDMENTS 

OF  THE 

COMMITTEE  ON  THE  JUDICIARY 

UNITED  STATES  SENATE 

NINETY-FOURTH  CONGRESS 

FIRST  SESSION 
ON 

S.J.  Res.  55 

PROPOSING  AN  AMENDMENT  RELATIVE  TO  THE  BALANCING 
OF  THE  BUDGET 

S.J.  Res.  93 

PROVIDING  THAT,  EXCEPT  IN  TIME  OF  WAR  OR  ECONOMIC 

EMERGENCY  DECLARED  BY-  THE  CONGRESS,  EXPENDITURES 

OF  THE  GOVERNMENT  MAY  NOT  EXCEED  THE  REVENUES  OF 

THE  GOVERNMENT  DURING  ANY  FISCAL  YEAR 


SEPTEMBR  23  AND  OCTOBER  7,  1975 


Printed  for  the  use  of  the  Committee  on  the  Judiciary 


U.S.  GOVERNMENT  PRINTING  OFFICE 
61-823  WASHINGTON   :    1975 

FRANKLIN  PIERCE  LAW  CENTER 

Concord,   New   Hampshire  Q33.Q1 


-f^ 


XA 


r/r^ 


Boston  Public  Library 
Boston,  A/IA  02116 


COMMITTEE  ON  THE  JUDICIARY 

94th  Congress,  2d  Session 
JAMES  0.  EASTLAND,  Mississippi,  Chairman 
JOHN  L.  McCLBLLiAN,  Arkansas  ROMAN  L.  HRUSKA,  Nebraska 

PHILIP  A.  HART,  Michigan  HIRAM  L.  FONG,  Hawaii 

EDWARD  M.  KENNEDY,  Massachusetts         HUGH  SCOTT,  Pennsylvania 
BIRCH  BAYH,  Indiana  STROM  THURMOND,  South  Carolina 

QUENTIN  N.  BURDICK,  North  Dakota  CHARLES  McC.  MATHIAS,  JE.,  Maryland 

ROBERT  C.  BYRD,  West  Virginia  WILLIAM  L.  SCOTT,  Virginia 

JOHN  V.  TUNNEY,  California 

JAMES  ABOUREZK,  South  Dakota 


Subcommittee  on  Constitutional  Amendments 

BIRCH  BAYH,  Indiana,  Chairman 
JAMES  O.  EASTLAND,  Mississippi  HIRAM  L.  FONG.  Hawaii 

QUENTIN  N.  BURDICK,  North  Dakota  STROM  THURAIOND,  South  Carolina 

JAMES  G.  ABOUREZK,  South  Dakota  CHARLES  McC.  MATHIAS,  Jr.,  Maryland' 

PHILIP  A.  HART,  Michigan  WILLIAM  L.  SCOTT,  Virginia 

David  M.  Rdbenstein,  Chief  Counsel 
Marilyn  R.  Berning.  Assistant  Chief  Clerk 

(II) 


CONTENTS 


WITNESSES 

September  23,  1975 

Pare 

Buchanan,  Dr.  James,  Virginia  Polytechnic  Institute,  Bhicksbm-g,  Va 59 

Curtis,  Hon.  Carl  T.,  U.S.  Senator  from  Nebraska 4: 

Fannin,  Hon.  Paul  J.,  U.S.  Senator  from  Arizona 74r 

Garn,  Hon.  Jake,  U.S.  Senator  from  Utah 70 

Halbrook,   Hon.   David  M.,   State  Representative,   Mississippi  House  of 

Representatives . 78 

McClure,  Hon.  James  A.,  U.S.  Senator  from  Idaho 51 

Niskanen,  Dr.  William  A.,  chief  economist,  Ford  Motor  Co.,  Dearl^orn, 

Mich 64 

Talmadge,  Hon.  Herman  E.,  U.S.  Senator  from  Georgia 23 

Thurmond,  Hon.  Storm,  U.S.  Senator  from  South  Carolina 47 

October  7,  1975  (Morning  Session) 

Beasley,  president,  Textile  Manufacturer's  Association  of  South  Carolina.  IG6 
Evans,  James  R.,  Representing  American  Conservative  Union  of  Wash- 
ington, D.C.,  Glen  Ellyn,  111 121 

Faulkner,  Edwin  J.,  president.  Woodmen  Accident  and  Life  Co.,  Lincoln, 

Nebr 35 

Freeman,  Roger  A.,  senior  fellow  emertius.  Hoover  Institution  on  War, 

Revolution  and  Peace,  Stanford  University,  Stanford,  Calif . 30 

Harriss,  Dr.  Lowell,  professor  of  economics,  Columbia  University 8S 

Hruska,  Hon.  Roman  L.,  U.S.  Senator  from  Nebraska 120 

Johnson,  W.  W.,  president,  Bankers  Trust,  South  Carolina 42 

McGowan,  Edgar,  Commissioner  of  Labor  of  the  State  of  South  Carolina..  40 

Morris,  Ben,  Palmetto  Business  Forum,  South  Carolina 42 

Patterson,  Grady,  Treasurer  of  the  State  of  South  Carolina 38 

Thigpen,  Dr.  Neal,  professor  of  political  science,  Francis  Marion  College, 

Florence,  S.C 43 

October  7,  1975  (Afternoon  Session) 

Bonner,  William,  National  Taxpayers  Union,  Washington,  D.C 193 

Bumpers,  Hon.  Dale,  L'.S.  Senator  from  Arkansas 190 

Byrd,  Hon.  Harry  F.,  Jr.,  U.S.  Senator  from  Virginia 21t> 

Clark,  Hon.  James,  Jr.,  State  Senator  from  Maryland,  Maryland  General 

Assembly _" .' 169 

Nunn,  Hon.  Sam,  U.S.  Senator  from  Georgia 217 

Rinta,   Eugene  F.,  executive  director  and  research  director,   Council  of 

State  Chambers  of  Commerce ],S.^ 

Simon,  Hon.  Paul,  U. S.  Representative  from  Illinois 182 

Statements  Submitted  for  the  Record 

Bonner,  William,  National  Taxpayers  Union,  Washington,  D.C 193 

Brown,  Robert  C,  executive  director.  Tax  Foundation  Inc.,  \\'ashington,. 

D.C .._'  83 

Buchanan,   James   M.,   professor  of  economics    and  director.    Center  for 
Study   of    Public    Concern,    Virginia    Poh^technic    Institute    and    State 

University,  Blacksburg,  Va ' 61 

Bumpers,  Hon.  Dale,  U.S.  Senator  from  Arkansas 19E 

Burgener,  Clair  W.,  L^.S.  Representative  from  Cahfornia 8.> 

BjTd,  Hon.  Harry  F.,  Jr.,  U.S.  Senator  from  Virginia 221 

(III) 


IV 

l»age 

Clark,  James,  Jr.,  Member  of  the  Marj-land  General  Assembly,  ]\Iaryland__  170 

Crane,  Hon.  Philip  M.,  U.S.  Representative  from  Illinois--! 197 

Curtis,  Hon.  Carl  T.,  U.S.  Senator  from  Nebraska 15 

Evans,    James    R.,    American    Conservative    Union,    Washington,    D.C., 

Glen  Ellyn,  111 166 

Fannin,  Hon.  Paul  J.,  U.S.  Senator  from  Arizona 77 

Faulkner,  Edwin  J.,  president.  Woodmen  Accident  and  Life  Co.,  Lincoln, 

Neb 143 

Fong,  Hiram  L.  U.S.  Senator  from  Hawaii,  opening  statement 1 

Freeman,  Roger  A.,  senior  fellow  emeritus,  Hoover  Institution  on  War, 

Revolution  and  Peace,  Stanford  University,  Palo  Alto,  Calif 128 

Garn,  Hon.  Jake,  U.S.  Senator  from  Utah 73 

Goldwater,  Hon.  Barry,  U.S.  Senator  from  Arizona 195 

Halbrook,  Hon.  David  M.,  Representative,  Mississippi  House  of  Repre- 
sentatives, Mississippi 78 

Harriss,  C.  Lowell,  professor  of  economics,  Columbia  Universitj- 88 

Hruska,  Hon.  Roman  L.,  U.S.  Senator  from  Nebraska 122 

James,  Hon.  William  S.,  State  treasurer.  State  of  Maryland 171 

Kemp,  Hon.  Jack,  U.S.  Representative  from  New  York 200 

Laxalt,  Hon.  Paul,  U.S.  Senator  from  Nevada 183 

McClure,  Hon.  James  A.,  U.S.  Senator  from  Idaho 55 

McGowan,  Edgar  Leon,  Commissioner  of  Labor,  State  of  South  Carolina-  157 
Niskanen,    William    A.,    chief    economist    Ford    Motor    Co.,    Dearborn, 

Mich 68 

Nunn,  Hon.  Sam,  LT.S.  Senator  from  Georgia 217 

Rinta,  Eugene  F.,  executive  director  and  reserch  director.  Council  of 

State  Chambers  of  Commerce,  Washington,  D.C 187 

Talmadge,  Hon.  Herman,  U.S.  Senator  from  Georgia 26 

Thigpen,     Dr.     Neal     D.,     chairman.     Department     of     Political     Sci- 
ence, Francis  Marion  College,  Florence,  S.C 158 

Thurmond,  Hon.  Strom,  L^.S.  Senator  from  South  Carolina 47 

Additional  Material 

Constitution  of  Maryland,  article  III,  section  52,  "How  Appropriations 

to  be  Made;  Budget",  p.  212 - 173 

Curtis,  Hon.  Carl  T.,  U.S.  Senator  from  Nebraska,  "The  Budget  is  out 

of  Control" 19 

Curtis,  Hon.  Cart  T.,  U.S.  Senator  from  Nebraska,  summarj-  of  S.J.  Res. 

55  (as  proposed  to  be  modified) 22 

Harriss,  C.  Lowell,  "Causes  and  Effects  of  Inflation",  reprinted  from  "In- 
flation: Long-term  Problems",  Proceedings  of  the  Academy  of  Political 

Science,  volume  31,  No.  4  (1975) 94 

Harriss,  C.  Lowell,  "The  Productivity  of  Freedom",  The  Freeman,  Septem- 
ber  1972,   The  Foundation  for  Economic  Education,  Inc.,   Irvington- 

on-Hudson,  New  York,  N.Y 112 

Harriss,   C.  Lowell,   Tax  Foundation's  "Tax  Review",  Tax  Foundation, 

Inc.,  New  York,  N.Y 88 

House  Resolution  4175 206 

Letter  to  Carl  T.  Curtis,  U.S.  Sentor  from  George  C.  Wallace,  Governor 

of  the  State  of  Alabama  dated  October  1 ,  1975 200 

Letter  to  Subcommittee  on  Constitutional  Amendments,  dated  October  7, 
1975,  from  W.  W.  Jonson  and  Ben  R.  ISIorris,  Palmetto  Business  Forum, 

Columbia,  S.C 155 

Resolution,  adopted  at  60th  Annual  Convention,  National  Association  of 

State  Auditors,  Comptrollers,  August  27,  1975 179 

S.J.  Res.  ob 3 

S.J.  Res.  93 3 

Telegram  to  Carl  T.  Curtis,  U.S.  Senator  from  Mills  E.  Godwin,  Governor 

of  the  State  of  Virginia  dated  October  6,  1975 200 

Tydings,   Millard  l'>.,  L'.S.  Senator  from  Maryland,  "Why  I  Proposed  a 

Pay-As-We-Go  Amendment",  The  Saturday  Evening  Post 175 

Thurmond,   Strom,    U.S.   Senator  from  South  Carolina,   Statement  from 

Congressional  Record  dated  October  21,  1975,  p.  S18304_    29 


BALANCING  THE  BUDGET 


TUESDAY,   SEPTEMBER   23,    1975  • 

U.S.  iSenate, 
Subcommittee  ox  Coxstitutioxal  Amexdmexts 

OF  the  Committee  ox  the  Judicla.rt, 

Washington^  D.C. 

The  subcommittee  met,  pursuant  to  notice,  at  10:05  a.m.,  in  room 
2228,  Dirksen  Senate  Office  Building,  Senator  Hiram  L.  Fong  pre- 
siding. 

Present :  Senators  Fong.  Thurmond,  and  Scott  of  Virginia. 

Also  present :  David  M.  Rul^enstein,  chief  counsel ;  Alarilj'n  K.  Bern- 
ing,  assistant  chief  clerk. 

"Sec.  4.  The  provisions  of  sections  1,  2.  and  3  of  tliis  article  may  lie  suspended 
in  tlie  case  of  a  grave  national  emergency  declared  by  Congress  (iuclnding  a  state 
of  war  formally  declared  by  Congress)  by  a  concurrent  resolution,  agreed  to  by  a 
rtillcall  vote  of  three-fourths  of  all  the  Members  of  each  House  of  Congress,  with 
eacli  sucli  resolution  providing  the  period  of  time  (not  exceeding  one  year)  dur- 
ing wliich  tliose  provisions  are  to  be  suspended. 

••Sec.  .j.  Tliis  article  shall  take  effect  on  the  first  day  of  the  calendar  year  next 
following  the  ratification  of  this  article. 

••Sec.  G.  Tlie  Congress  shall  have  power  to  enforce  this  article  by  appropriate 
legislation.". 

Opexixg  Statement  by  U.S.  Sexator  Hiram  L.  Foxg 

The  Subcommittee  is  today  hearing  witnesses  in  favor  of  S.J.  Res.  55  and 
S.J.  Res.  93,  two  proposed  Amendments  to  the  Constitution  either  of  which, 
if  enacted,  WT>uld  balance  the  Federal  budget  under  normal  circumstances. 

In  light  of  the  present  economic  conditions  of  our  country,  the  question  of 
fiscal  responsibility  on  the  part  of  the  Government  of  the  United  States  is  a 
matter  of  great  concern. 

It  is  incontrovertible  that  in  these  times  the  huge  budget  of  the  Government 
of  the  United  States  has  a  direct  and  vital  impact  on  our  economy  and  on  the 
future  course  of  our  Nation. 

Balancing  the  Federal  budget  became  a  widely  discussed  political  issue  only 
in  the  twentieth  century. 

Prior  to  1900,  the  Government  had  little  trouble  with  budget  deficits.  Rapid 
economic  expansion  throughout  the  nineteenth  ceutury  produced  an  ever-growing 
stream  of  revenues  primarily  from  customs  duties.  If  receipts  were  not  quite 
up  to  expenditures  in  one  year,  they  were  likely  to  exceed  expenditures  the 
next  vear.  or  very  soon. 

Prior  to  the  Civil  War,  customs  duties  routinely  made  up  about  90  per  cent 
of  Federal  income  each  year.  Customs  duties  were  politically  popular,  especially 
tariffs  which  protected  American  business  and  industry  from  foreign  competi- 
tion. Hence,  plenty  of  funds  were  readily  available  for  spending  and  higher 
taxes  had  widespread  support. 

The  infrequent  deficits  came  during  periods  of  economic  decline  or  war,  almost 
exclusively.  The  reasons  for  spending  in  excess  of  revenues  were  usually  quite 
clear  and  there  was  promise  that  they  would  cease  as  the  economy  recovered  or  as 
a  war  ended. 
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Largely  as  a  result  of  this  financial  abundance,  there  was  little  attention 
"giTen  to  overall  budget  conditions.  No  comprehensive  budget  was  considered 
either  by  the  President  or  by  Congress.  Expenditures  were  never  weighed  against 
revenues.  Chronic  surpluses  reduced  Federal  borrowing  to  a  rarely  practiced  art. 
In  this  context,  it  is  surprising  that  "balancing  the  budget"  was  not  much 
of  an  issue. 

It  wa.s  not  until  this  century  that  efforts  were  made  to  match  expenditures 
to  revenue.  In  1907,  the  Secretary  of  the  Treasury  supplied  for  the  first  time 
revenue  estimates  in  his  annual  report.  The  Simdry  Civil  Appropriation  Act  of 
in09  (Public  Law  60-328)  instructed  the  Secretary  of  the  Treasury  and  the 
President  to  examine  departmental  spending  estimates  and  suggest  measures  to 
reduce  expenditures  or  raise  revenues  if  the  proposed  spending  exceeded  probable 
receipts.  This  was  the  first  legislative  approach  to  a  balanced  budget.  However, 
there  is  no  evidence  that  this  provision  was  ever  acted  upon  by  the  Executive  or 
the  Legislature. 

Not  until  the  Budget  and  Accounting  Act  was  passed  in  1921  were  expenditures 
and  revenues  incorporated  into  an  oflaeial  budget.  The  Budget  and  Accounting  Act 
also  defined  the  roles  of  the  executive  and  legislative  branches  in  the  budget 
process.  The  President  was  to  take  responsibility  for  formulating  the  annual 
budget  and  submitting  it  to  Congress  early  each  year.  Congress  was  then  to 
act  on  the  recommendations  of  the  President. 

During  the  1920's,  the  Federal  budget  ran  a  surplus  each  year. 

The  first  legislation  proposed  to  balance  the  budget  appears  to  have  been 
H.R.  11895  submitted  on  March  18.  1936,  by  Representative  W.  D.  McFarlane.  It 
instructed  the  President  to  proclaim  changes  in  tax  rates  suflicient  to  cover  any 
proposed  deficit  in  his  annual  budget.  The  rate  changes  would  have  taken  effect 
automatically.  This  bill  would  have  required  the  President  to  take  actions  aiming 
for  a  balanced  or  surplus  budget. 

Another  1936  resolution  would  have  required  a  balanced  budget  under  certain 
circumstances.  H.J.  Res.  579,  submitted  May  4,  1936  by  Representative  Harold 
Knutson,  proposed  a  Constitutional  Amendment  imposing  a  per  capita  limit  on 
the  public  debt  during  peacetime. 

World  War  II  put  an  end  to  discussion  on  the  subject.  In  the  late  1940's  and 
early  1950's.  the  subject  of  a  balanced  budget  was  again  revived  as  an  alternative 
to  the  President's  regular  budget  proposals. 

In  the  84th,  85th,  and  86th  Congresses,  Constitutional  Amendments  were  pro- 
posed by  Senators  Harry  Byrd  and  Styles  Bridges  to  require  that  the  President 
submit  a  balanced  budget,  and  that  Congress  could  not  adjourn  without  enacting 
a  balanced  budget.  These  provisions  could  have  been  suspended  in  a  time  of  war 
■or  national  emergency  by  a  three-quarters  vote  in  each  House.  Identical  bills 
'were  introduced  in  the  House  in  the  86th  Congress.  All  were  referred  to  the 
respective  Judiciary  Committees,  but  no  action  was  taken  on  any  of  the 
jneasures. 

During  the  1960's  further  measures  requiring  a  balanced  budget  were  intro- 
duced, some  as  proposed  Constitutional  Amendments  and  others  as  regular  bills. 
Most  of  these  measures  were  limited  to  a  single  year  and  treated  outlays  only. 

With  the  reawakening  in  Congress  of  its  role  as  a  co-equal  branch  of  the 
Government  and  its  determination  to  take  its  proper  role  and  to  show  responsive- 
ness to  our  present  economic  condition,  last  year  we  set  up  Budget  Conmiittees  in 
both  the  House  and  Senate.  This  self-policing  by  Congress  in  an  attempt  to  keep 
its  appropriations  in  line  with  the  Nation's  revenue  is  indeed  a  large  step  forward 
toward  fiscal  responsibility  on  the  part  of  the  Members  of  Congress. 

—The  Budget  Committees  can  challenge  budget  deficits. 

—The  Budget  Committees  cnn  propose  budget  cuts  and  spending  priorities. 

Both  the  House  and  Senate  Committees  are  now  operational.  It  is  too  soon  to 
evaluate  fully  their  effectiveness. 

Several  proposals  to  balance  the  budget  in  the  form  of  liills  and  Constitutional 
Amendments  have  been  introduced  in  both  the  House  and  Senate  during  the  94th 
Congress. 

These  hearings  are  on  S.J.  Res.  55  and  S.J.  Res.  93. 

S..J.  Res.  55  was  introduced  on  March  12.  1975.  by  Senator  Curtis  and  co- 
sponsored  by  Senators  Hruska.  Fannin,  Garn.  Goldwater,  Laxalt.  McClure,  Scott 
of  Virginia,  and  Thurmond.  This  is  a  pay  as  you  go  amendment. 

S.J.  Res.  93  was  introduced  on  June  10,  1975.  by  Senator  Talmadge  and  co- 
sponsored  by  Senators  Helms.  Xtuui,  and  Thurmond.  This  is  a  different  approach 
to  the  same  goal  of  a  balanced  budget. 


I  look  forward  to  hearing  the  testimony  in  support  of  these  proposals. 

A  copy  of  S.J.  Res.  55  and  S.J.  Res.  93  will  be  incorporated  in  the  hearing 

record  at  this  point. 

[S.J.  Res.  55,  94th  Cong.,  1st  sess.] 

JOINT  RESOLUTION  Proposing  an  amendment  to  the  Constitution  of  the  United  States 
relative  to  the  balancing  of  the  budget 

Resolved  hy  the  Senate  and  Home  of  Representatives  of  the  United  States  of 
America  in  Covgress  assembled  {two-thirds  of  each  House  concurring  th^erein). 
That  the  following  article  is  hereby  proposed  as  an  amendment  to  the  Con.stitu- 
tion  of  the  United  States,  which  shall  be  valid  to  all  intents  and  purposes  as 
part  of  the  Constitution  when  ratified  by  the  legislatures  of  three-fourths  of  the 
.several  States  within  seven  years  after  its  submission  to  the  States  for 
ratification : 

"Article — 

"Section  1.  On  or  before  the  fifteenth  day  after  the  beginning  of  each  regular 
session  of  the  Congress,  the  President  shall  transmit  to  the  Congress  a  budget 
which  shall  set  forth  separately — 

"(1)  his  estimate  of  the  receipts  of  the  Government,  other  than  trust 
funds,  during  the  ensuing  fiscal  year  under  the  laws  then  existing  ; 

"(2)  his  recommendations  with  respect  to  outlays  to  be  made  from  funds 
other  than  trust  funds  during  such  ensuing  fiscal  year  ;  and 

"(3)  if  such  recommendations  exceed  such  estimate,  a  surtax  rate  which 
the  President  determines  to  be  necessary  to  be  applied  with  respect  to  the 
income  tax  of  taxpayers  to  those  portions  of  taxable  years  of  taxpayers 
occurring  during  sucli  fiscal  year,  so  that  such  receipts  will  equal  such 
outlays. 
Such  surtax  shall  be  effective  and  so  applied  to  such  fi.scal  year  except  as 
•otherwise  provided  in  section  2  of  this  article. 

"Sec.  2.  During  the  first  quarter  of  each  fiscal  year,  and  during  the  third 
•quarter  of  each  fiscal  year,  the  Speaker  of  the  Hou.se  of  Representatives  shall— 
"(1)   estimate  the  receipts  of  the  Government,  other  than  trust  funds, 
during  such  fiscal  year  ; 

"  (2 )  estimate  outlays  to  be  made  from  funds  other  than  trust  funds  during 
such  fiscal  year ;  and 

"(3)  (A)  if  such  estimate  of  outlays  exceeds  such  estimate  of  receipts, 
determine  a  surtax  rate  which  the  Speaker  considers  necessary  to  be  applied, 
with  respect  to  the  income  tax  of  taxpayers,  to  those  portions  of  taxable 
years  of  taxpayers  remaining  in  such  fiscal  year,  so  that  such  receipts  will 
equal  such  outlays ;  or 

•'(B)  if  such  estimate  of  outlays  equals  such  estimate  of  receipts,  deter- 
mine that  no  surtax  rate  is  necessary  to  be  applied. 
Any  such  determination  shall  be  effective,  and  so  applied,  with  respect  to  the 
remainder  of  such  fiscal  year  commencing  on  the  first  day  of  the  first  month  com- 
mencing at  least  thirty  days  after  such  determination  by  the  Speaker.  The  surtax 
rate  determined  by  the  President  under  section  1  of  this  article  shall  not  there- 
after be  applied  commencing  with  such  effective  date. 

'•Sec  3.  During  the  last  month  of  each  fiscal  year,  the  President  shall  review 
whether  the  receipts  of  the  Government,  other  than  trust  funds,  for  such  year 
will  be  less  than  the  outlays  other  than  trust  funds  for  that  fiscal  year.  If  he  finds 
that  such  receipts  are  going  to  be  less  than  such  outlays,  he  shall  determine  a 
surtax  rate  which  he  considers  necessary  to  be  applied  with  respect  to  the  income 
tax  of  taxpayers,  so  that  taxes  received  by  the  Government  from  such  surtax, 
when  added  to  other  receipts  of  the  Government,  will  equal  such  outlays.  Such 
surtax  shall  be  effective,  and  so  applied,  as  determined  by  the  President  only 
during  the  next  succeeding  fiscal  year.  The  surtax  effective  and  applied  under 
this  section  is  in  addition  to  any  other  surtax  that  may  be  effective  and  applied 
under  this  article  and  may  not  be  superseded  or  modified  under  section  1  or  2 
of  this  article. 

[S.J.  Res.  93,  94th  Cong..  1st  sess.] 

JOINT  RESOLUTION  Proposincr  an  amendment  to  the  Constitution  to  provide  that,  except 
in  time  or  war  or  economic  emergency  declared  by  the  Congress,  expenditures  of  the 
Government  may  not  exceed  the  revenues  of  the  Government  during  any  fiscal  year 

Resolved  by  the  Senate  and  House  of  Representatives  of  the  United  States  of 
America  in  Congress  assembled  {txco-thirds  of  each  House  concurring  therein). 
That  the  following  article  is  proposed  as  an  amendment  to  the  Constitution  of 


the  T'nited  States,  which  shall  he  valid  to  all  intents  and  purposes  as  part  of  the 
Constitution  when  ratified  by  the  legislatures  of  three-fourths  of  the  several 
States : 

"Article  — 

"Sectiox  1.  Except  as  provided  in  section  2  of  this  article,  the  aggregate 
amount  of  expenditures  made  by  the  Government  during  any  tiscal  year  shall  not 
exceed  the  net  amount  of  revenue  received  by  the  Government  during  that  fiscal 
year. 

"Sec.  2.  The  provisions  of  section  1  shall  not  apply  to  any  fiscal  year — 

"U)  if  at  any  time  during  that  fiscal  year  the  United  States  is  in  a  state 
of  war  declared  by  the  Congress  pursuant  to  section  S  of  article  I  of  this 
Constitution,  or 

"(2)   if.  with  respect  to  that  fiscal  year,  the  Senate  and  the  House  of  Eep- 

resentatives  agree  to  a  concurrent  resolution  stating,  in  substance,  that  a 

national  economic  emergency  requires  the  suspension  of  the  application  of 

section  1  for  that  fiscal  year. 

In  exercising  its  power  under  paragraph    (2)    of  this  section,  the  Senate  and 

House  of  Representatives  shall  take  into  consideration  the  extent  and  rate  of 

industrial  activity,  unemployment,  and  inflation,  and  such  other  factors  as  they 

deem  appropriate. 

"Sec.  3.  The  Congress  shall  have  power  to  carry  this  article  into  effect  by 
appropriate  legislation. 

"Sec  4.  This  article  shall  take  effect  on  the  first  day  of  the  first  fiscal  year 
which  begins  after  the  date  of  its  ratification. 

"Sec.  5.  This  article  shall  be  inoperative  unless  it  is  ratified  as  an  amendment 
to  the  Constitution  by  the  legislatures  of  three-fourths  of  the  several  States  with- 
in seven  years  from  the  date  of  its  submission  to  the  States  by  the  Congress.". 

Senator  Foxg.  The  hearing  of  tlie  Subcommittee  on  Constitutional 
Amendments  on  Senate  Joint  Resohition  55  and  Senate  Joint  Resohi- 
tion  93,  will  now  please  come  to  order. 

The  subcommittee  is  today  hearino-  witnesses  in  favor  of  Senate  Joint 
Resolution  55  and  Senate  Joint  Resolution  03.  two  proposed  amend- 
ments to  the  Constitution,  either  of  w-hich.  if  enacted,  would  balance 
the  Federal  budoet  under  normal  circumstances. 

As  we  do  not  liave  mucli  time  this  mornino-.  since  there  will  be  a 
meeting  of  the  full  Judiciary  Committee.  I  will  have  my  prepared 
statement  entered  in  the  record  at  this  point. 

Senator  Foxg.  Senator  Curtis,  are  you  going  to  be  our  first 
witness  ? 

Senator  Curtis.  Yes. 

Senator  Foxg.  Will  our  distinguished  colleague  please  come 
forward  ? 

STATEMENT  OF  HON.  CARL  T.  CURTIS 

Senator  Curtis.  Mr.  Chairman,  I  wish  to  thank  you  for  holding 
these  hearings.  I  want  to  extend  my  thanks  also  to  Senator  Bayh, 
the  chairman  of  the  subcommittee,  for  making  the  arrangements  he 
has  made. 

In  offering  a  copy  of  my  resolution,  I  have  made  certain  amend- 
ments. So,  I  would  like  to  have  Senate  Joint  Resolution  55  introduced 
in  the  record,  including  the  proposed  amendments,  so  that  it  would  be 
the  version  we  will  be  talking  about. 

Senator  Foxg.  It  will  be  so  incorporated. 

Senator  Curtis.  And  I  would  ask  that  a  copy  of  Senate  Joint 
Resolution  93,  offered  by  Senator  Talmadge,  will  at  the  appropriate 
time  appear  in  the  record,  too. 

Senator  Foxg.  It  is  so  ordered. 


Senator  Curtis.  May  I  say  that  I  am  very  delighted  tliat  Senator 
Tahnadge  is  here  and  is  going  to  testify.  We  are  both  working  for 
tlie  same  objective.  That  is  a  balanced  budget;  and  we  feel  that  it 
must  be  done  by  a  constitutional  amendment. 

Realizing  the  tight  schedule  of  the  committee,  I  will  proceed  im- 
mediately to  my  prepared  statement,  which  is  not  long. 

I  also  wish  to  express  my  gratitude  for  the  help  of  my  colleague 
from  Nebraska,  Senator  Hruska.  As  the  ranking  minority  member  of 
the  Committee  on  the  Judiciary,  he  has  been  most  helpful  to  me. 
Senator  Hruska  supports  the  objective  of  this  proposal  and  I  am  happy 
to  report  that  he  plans  to  testify  when  these  hearings  are  resumed. 

It  is  my  belief  that  the  question  we  shall  be  considering  today  and  in 
subsequent  hearing  may  be  one  of  the  most  fundamental  and  im- 
})ortant  public  questions  to  which  this  Congress  can  address  itself. 

It  is  abundantly  clear  that  I  am  not  alone  in  this  opinion. 

We  shall  be  hearing  from  distinguished  Members  of  Congress,  as 
well  as  from  perceptive  and  deeply  concerned  members  of  State 
legislatures  all  of  whom  share  with  us  a  deep  concern  for  the  rapidly 
deteriorating  fiscal  integrity  of  our  Nation.  We  shall  hear  also  from 
eminent  economists  from  tlie  north,  from  the  south,  from  the  west. 
All  are  profoundly  concerned  with  the  problem  we  shall  be  consider- 
ing. At  this  very  moment  we  are  looking  overseas  and  see  a  nation, 
the  United  Kingdom,  whose  desperate  outlook  is  closely  related  to  n 
government  spending  policy  which  is  heading  that  great  nation  to- 
ward a  disastrous  outcome  which  even  the  most  optimistic  see  as  little 
sliort  of  hopeless.  There  is  a  certain  point  at  which  only  heroic 
measures  can  stop  a  runaway  deterioration. 

Here  at  home  we  see  our  own  Nation's  most  populous  city  hovering 
on  the  edge  of  bankruptcy.  The  same  men  whose  policy  of  deficit 
spending  brought  their  great  city  to  its  knees  seem  helpless  to  restore 
the  economy  of  the  city  which  tliev  themselves  have  wrecked  through 
unwise  and  reckless  spending  policies. 

The  rapidly  accelerating  pace  of  public  spending  across  our  Nation 
has  now  reached  such  a  pitch,  that  some  men,  formerly  advocates  of 
almost  unlimited  spending,  are  now  becoming  alarmed.  They — some 
of  them — are  ready  at  last  to  join  us  in  seeking  a  solution  to  this 
problem  before  it  is  so  far  out  of  hand  that  an  uncontrollable  inflation 
will  become  unavoidable. 

The  helplessness  of  these  politicians  is  evident  to  everyone,  once 
tlie  pace  of  flie  trend  toward  bankruptcy  reaches  a  critical  point.  In 
New  York  City  they  now  have  to  go  begging  to  their  State  legislature. 
Yes;  representatives  of  this  great  city  come  begging  even  to  the 
Federal  Government. 

If  bankrupt  States  «houhl  come  to  the  Federal  Government  and 
then  other  bankrupt  cities  should  join  the  company  of  beggars,  how 
long  ronld  even  the  credit  of  the  Federnl  Govei-nment  endure  such  a 
lethal  drain?  Eveiy  responsible  analyst  in  the  country  is  alarmed  by 
this  trend. 

It  is  not  so  many  years  ago  that  a  hundred  million  marks  would  not 
buy  a  loaf  of  bread  in  Berlin.  We  must  not,  we  will  not  tolerate  a 
trend  that  could,  in  all  realism,  gain  such  momentum  in  our  Nation. 

The  very  resjionsible  and  distinguislied  witnesses  who  intend  to 
testify  today  and  later  before  this  committee  feel  deeply,  I  know,  the 
present  danger  of  our  situation. 
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I  look  forward  with  great  interest  to  hearing  their  observations, 
especially  as  they  relate  to  the  proposal  my  distinguished  colleagues 
and  I  have  ofl'ered  for  a  constitutional  amendment  which  would  re- 
quire a  balanced  budget.  The  elements  of  the  proposal  are  spelled  out 
in  the  amended  version  of  Senate  Joint  Resolution  55— and  I  shall  not 
take  time  from  otlier  witnesses  to  specify  the  particulars  at  this  time. 
Before  these  hearings  are  completed,  I  expect  a  full  discussion  of  the 
proposals  embodied  in  Senate  Joint  Resolution  55  as  well  as  Senate 
Joint  Resolution  93. 

Let  me  say,  jNIr.  Chairman,  the  pervading  fear  is  that  the  Congress 
will  not  show  itself  capable  of  resisting  the  temptation  to  spend  and 
spend  beyond  the  resources  of  even  our  great  Xation.  The  past  history 
of  fiscal  recklessness  is  not  very  reassuring  on  this  point. 

We  all  hope  that  the  new  Senate  Budget  Committee  establishecl  to 
give  consideration  to  the  budget  will  be  able  to  do  the  job  in  the  face 
of  congressional  pressure  for  excessive  and  reckless  spending. 

But,  dare  we  hope  for  such  a  miraculous  change  in  the  Congress? 
Dare  we  leave  the  decision  solely  in  the  hands  of  a  Congress  which  has 
brought  us.  over  years  of  time,  to  the  dangerous  situation  in  which  we 
find  ourselves  today?  Will  the  Committee  on  the  Budget,  composed  as 
it  may  be  of  men  of  highest  principle  and  greatest  character,  find  it 
possible  to  resist  the  pressure  from  a  Congress  which  has  become  sa 
accustomed  to  attempt  the  solution  of  every  social  evil  known  to  man,, 
by  simply  throwing  money  at  the  problem  ? 

My  colleagues  and  I  who  have  sponsored  Senate  Joint  Resolution  55 
do  not  believe  we  dare  leave  the  decision  to  Congress  alone,  without  any 
outside  restraints,  after  sucli  a  history  of  reckless  spending.  We  are 
joined  in  the  belief  that  nothing  less  than  an  amendment  to  the  Con- 
stitution will  serve.  IS'othing  less,  we  believe,  will  be  adequate  restraint 
on  a  Congress  which  has  become  "hooked"  on  spending. 

Before  completing  my  remarks.  I  wish  to  spend  a  few  moments  to 
dispel  certain  myths  that  have  l)een  pro]^agated  and  nourished  by  the 
advocates  of  unrestrained  Federal  spending. 

It  is  commonplace,  for  example,  for  some  of  the  press  to  refer  to  the 
question  of  balancing  the  Federal  budget  in  a  "worn-out  slogan  which 
is  meaningless  to  most  people".  Certain  elements  of  the  press  insist 
that  people  just  don't  care  about  this  question.  Other  press  representa- 
tives call  it  a  "nonissue",  "a  trumped-up  artificial  issue  of  no  real 
consequence.-' 

Perhaps  the  best  way  to  examine  the  validity  of  such  statements  is 
to  get  some  facts  on  what  people  are  really  thinking. 

Gallup  conducted  a  poll  not  long  ago  that  is  very  relevant  to  our 
consideration.  Gallup  interviewers  asked  a  representative  cross-section 
of  the  Ignited  States  population  the  following  questions: 

"How  important  do  you  think  it  is  to  balance  the  Federal  budget — 
very  important,  fairly  important,  or  not  so  important?" 

"\^'liat  these  people  told  Gallup  is  important. 

To  begin  with.  Gallup  found  that  over  90  percent  of  the  entire 
poDulation  had  thought  about  this  question  and  did  have  a  definite 
opinion  on  balancing  the  budget.  Only  a  small  fraction,  onlv  7  per- 
cent, had  no  opinion.  It  is  clear  that  the  question  of  a  balanced  budget 
is  on  the  minds  of  almost  nil  of  the  people  of  this  country. 

Those  who  did  have  opinions — almost  everyone.  83  percent,  that  is — 
fa^-ored  balancing  the  budget.  They  thought  it  was  important. 


And  these  -were  not  ojffhancl  opinions.  Sixty  percent  of  all  people 
asked  said  the  question  of  balancing  the  Federal  budget  was  very- 
important  to  them. 

Those  who  tell  us  the  public  is  indifferent  to  this  question  are  either 
ignorant  of  the  facts,  or  are  deceiving  us.  They  had  better  take  an- 
other reading. 

Another  myth  propagated  by  the  advocates  of  big  Federal  spending 
is  that  only  the  rich  really  care  about  the  problem.  Gallup  found  that 
the  opposite  is  true.  It  was  in  the  highest  income  brackets  that  was 
found  the  most  apathy.  Only  52  percent  of  the  relatively  well-to-do 
persons  believe  balancing  the  budget  is  important. 

On  the  other  hand,  people  below  $10,000  a  year  (down  to  $7,000) 
were  much  stronger  in  their  beliefs  on  this  issue.  Seventy  percent  of  the 
relatively  low-income  persons  believed  balancing  the  Federal  budget 
to  be  very  important  in  comparison  with  only  52  percent  of  the  well- 
to-do. 

Let's  look  a  the  very  bottom  economic  group,  those  with  incomes 
less  than  $3,000. 

Gallup  found  that  the  poor  were  much  more  concerned  than  were 
people  in  the  top  income  bracket. 

No,  it  is  not  a  rich  man's  issue.  On  the  contrary,  it  is  even  more  a 
poor  man's  issue.  It  is,  in  fact,  every  man's  issue.  And,  despite  the 
deluge  of  propaganda  to  the  contrary,  the  poor  know  very  well  that 
they^are  the  hardest  hit  by  unbalanced  budgets  and  consequent  in- 
flation. Let  us  not  be  misled  on  this  issue  any  longer. 

Gallup  also  analyzed  his  findings  by  occupation.  He  found  that 
manual  laborers  were  more  concerned  about  balancing  the  budget 
than  any  other  occupation;  and  farmers  vrere  close  behind  them  in 
tlieir  intcnsitv  of  feeling  on  the  matter  of  a  balanced  budget. 

And  who  were  least  cx)ncerned  ?  The  professional  and  business  men 
were  the  least  concerned. 

Another  mvth  propairated  by  the  big  spenders  and  their  supporters 
in  the  press  and  on  TV,  is  that  a  balanced  budget  is  a  partisan  issue. 
It  is  often  presented  by  the  liberals  as  "a  worn-out  issue  and  dear  only 
to  the  Eepublicans." 

Let  us  look  again  at  the  Gallup  findings. 

According  to  the  Gallup  analysis,  people  who  consider  themsleves 
Democratic  voters  are  more  intensely  concerned  than  are  Eepublicans 
with  the  need  for  a  balanced  budget. 

Gallup  found  that  fiS  percent  of  the  Democrats  believed  the  question 
of  balancing  the  budget  to  be  very  important  compared  to  55  percent 
of  the  Republicans.  In  fact,  more  Independents  also  were  concerned 
than  were  Re])ublicans. 

There  are  still  other  myths  about  balancing  the  budget. 
Sometimes  the  question  of  a  balanced  budget  is  presented  by  prop- 
agandists disparagingly  as  an  "old  folks''  issue.  The  yomig  are  sup- 
posed to  be  less  interested  in  such  matters. 

Here  again,  the  Gallup  analysis  displays  the  falsity  of  such  a  belief. 
Two  groups  of  yor.ng  people,  one  group  aa;ed  IS  to  24  and  another 
group  25  to  29.  were  found  to  be  more  keenly  concerned  with  balanc- 
ing the  budget  than  were  persons  aged  over  50  years. 

The  fact  is  clear.  Young  people  are  more  clearly  aware  than  some 
politicians  may  believe.  Young  people  know  they  are  deeply  and  im- 
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portantly  affected  by  unbalanced  Federal  budgets,  and  the  conse- 
quences that  flow  therefrom.  It  is  clearly  not  an  "old  folks"  issue  only. 

Spendthrift  politicians  who  believe  they  are  appealing  to  young 
people  when  they  advocate  reckless  spending  would  be  wise  to  study 
the  actual  public  opinion  of  the  young  people  on  this  issue. 

Finally,  let  me  say  I  do  not  lean  entirely  on  Gallup  for  such  informa- 
tion. Mv.  Louis  Harris  found  last  year  that  76  percent  of  the  entire 
popuhition  believes  that  Federal  spending  is  the  major  cause  of 
inflation. 

The  people  are  ahead  of  the  politicians  on  this  question. 

The  poor  really  understand  they  are  the  hardest  hit.  They  are  not 
misled. 

The  fanners  and  the  manual  laborers  know  how  much  damage  is 
done  to  them  by  the  avalanche  of  Federal  spending. 

The  young  voters  are  not  deceived  by  reckless  promises. 

And  finally,  it  is  not  a  partisan  Republican  issue  as  some  have 
claimed.  I  repeat:  A  higher  proportion  of  Democrats  and  of  Inde- 
pendents are  worried  about  an  unbalanced  budget  than  are 
Republicans. 

And,  again  I  repeat,  75  percent  of  the  entire  popidation  believe 
Federal  spending  is  the  major  cause  of  inflation. 

It  seemed  to  me  appropriate  to  begin  these  hearings  by  dispelling 
some  of  the  more  obvious  myths  that  have  beclouded  the  issue. 

It  seems  furthermore  useful  to  establish  lieyond  question  the  great 
impoi-tance  to  tlie  American  public  of  the  matter  we  shall  be 
considering. 

The  interest  on  our  national  debt  is  in  the  neighborhood  of  $35 
billion  this  year.  I  might  call  to  the  attention  of  the  committee 
that  with  $3o  billion  the  U.S.  Government  could  pay  the  entire  present 
cost  of  the  medicare  program,  the  medicaid  program,  the  highway 
program,  the  running  of  our  agricultural  program,  and  the  program 
for  the  development  of  our  water  and  power  resources,  including  con- 
servation and  recreational  purposes.  We  could  pay  all  this  out  of  what 
we  are  paying  for  interest. 

I  am  indebted  to  many  people  for  help  on  this  resolution.  I.  myself, 
have  introduced  a  resolution  for  a  constitutional  amendment  on  this 
subject  for  over  25  years.  For  over  25  years  I  have  struggled  with  the 
job  of  trying  to  write  a  constitutional  amendment  tliat  would  put  the 
Federal  Government  on  a  pay-as-you-go  basis.  The  late  Senator  Harry 
Byrd,  Sr..  of  Virginia,  and  the  late  Senator  Styles  Biidges  from  Xew 
Hampshire  and  T  introduced  a  proposed  constitutional  amendment.  At 
that  time  we  thought  we  had  a  good  idea  for  making  our  proposal  self- 
enforcing.  We  offered  a  consitutional  proposal  that  ]^rohibited  Con- 
gress from  adjourning  until  the  budget  was  balanced.  Time  has  proven 
that  it  would  have  been  ineffective,  because  Congress  stays  in  session  all 
year  long.  The  enforcing  provision  would  not  have  been  effective. 

It  was  the  distinguished  Senator  from  Delaware,  Mr.  John  Williams, 
who  made  the  suggestion  that  there  ought  to  be  an  automatic  surtax 
that  would  go  into  effect  if  the  Congress  did  not  take  the  necessary 
steps  to  balance  the  budget  by  other  means.  Senator  Williams  was  talk- 
ing about  a  statutory  j^rovision.  This  idea,  however,  has  been  incor- 
porated in  the  constitutional  x^rovision. 
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And  then  follows,  ISIr.  Chairman,  a  section-by-sectioii  analj'sis  of  the 
bill.  I  would  include  that  in  my  statement  but  not  take  time  to  read  it 
at  this  point. 

I  would  like  to  offer  for  inclusion  in  the  record  an  article  by  me, 
entitled,  "The  Budget  Is  Out  of  Control" ;  I  would  also  like  to  offer 
copies  of  resolutions  of  several  States,  memorializing  Congress  on  this 
subject.  Some  of  them  have  asked  for  a  constitutional  convention, 
others  have  taken  different  forms;  and  I  would  also  like  to  include  a 
cop3'  of  the  resolution  passed  by  the  Southern  Governors'  Conference 
just  within  the  last  few  weeks. 

Senator  Foxg.  They  will  be  included  in  the  record  as  will  a  copy  of 
the  full  text  of  your  statement. 

Senator  Curtis.  I  will  see  that  my  staff  gets  these  and  hands  them  to 
the  repoj-ter. 

Senator  Foxg.  Thank  you  very,  ver}^  much,  Senator  Curtis,  for  this 
most  thoughtful  statement  of  yours  relative  to  the  state  of  our  affairs. 

I  want  to  thank  you  for  importuning  the  chairman  of  our  committee 
to  have  this  hearing.  I  think  if  it  w^ere  not  for  your  going  after  him  and 
asking  for  this  hearing,  this  hearing  would  not  have  taken  place.  So,  I 
want  to  thank  you  for  going  after  him  so  that  this  question  be 
presented  to  the  Xation. 

Senator  Curtis.  I  thank  you  very  much. 

Sentor  Fox'g.  It  will  be  very  helpful  to  the  Congress  and  to  the 
people  of  the  States,  in  helping  them  to  understand  what  we  are  really 
talking  about. 

Senator  Curtis.  Thank  you  very  much.  I  heard  a  story  some  time 
ago  about  a  lady  who  was  asked.  "How  is  your  apartment  heated," 
and  she  said,  "By  growling  at  the  jantior";  that  gave  me  an  idea,  it's 
a  very  good  weapon  in  polities. 

Senator  Scott.  Senator  Curtis,  I  have  a  number  of  questions  that 
I  would  like  to  ask  you;  if  you  would,  perhaps  you  could  respond  to 
them  at  this  time. 

Senator  Curtis.  I  would  be  happy  to  do  so. 

Senator  Scott.  Senator,  if  you  will,  you  proposed  a  constitutional 
amendment  in  your  joint  resolution,  and  I  am  glad  to  cosponsor  this 
with  you. 

But.  could  you  tell  us,  why  is  it  necessary  to  have  a  constitutional 
amendment,  why  can't  we  have  a  balanced  budget  without  going 
through  the  process  of  amending  the  Constitution  ? 

Senator  Curtis.  I  believe  that  we  must  have  a  constitutional  provi- 
sion. I  believe  that,  in  arriving  at  the  language,  we  need  hearings  of 
this  kind,  and  that  every  proposal  nuist  be  tested  under  fire  and  under 
questions  and  scrutiny. 

I  am  thoroughly  convinced  that  we  must  have  a  constitutional  pro- 
vision. The  Congress  needs  that  discii^line.  The  Constitution  is  the 
supreme  law  of  the  land.  A  statute  is  a  much  lesser  force  than  the 
Constit\ition.  A  statute  can  be  changed  without  a  direct  amendment 
or  I'ej^eal.  As  long  as  our  efforts  towards  budget  balancing  are  based 
iinon  statutes  Ave  must  remember  that  it  i^  the  Congress  that  enacts  a 
statute.  So,  any  subsequent  action  l)y  the  Congress,  statutory  in  nature, 
chaneres  it.  It's  the  last  act  that  i^revails. 

In  other  words.  I'm  saying  this,  we  could  have  a  statutorv  require- 
ment or  limit  on  the  budget,  and  it  w-ouldn't  mean  very  much.  If  Con- 
gress, in  an  appropriations  bill,  went  over  that  amount,  its  action 
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^YOuld  be  valid,  and  it  would  prevail  because  they  are  botli  statutes, 
enacted  by  the  same  constitutional  body,  and  the  last  act  would  prevail. 
"We  have  an  illustration  of  that  in  the  statute  that  requires  Congress 
to  adjourn  on  a  certain  day.  For  a  number  of  years,  starting  early 
under  the  law,  the  question  was  raised,  are  they  lawfully  in  session. 
Well,  even  if  the  statute  says  Ave  shall  adjourn,  the  Congress  by  subse- 
quent acts  can  change  the  legislation,  and  the  validity  of  the  change  has 
never  been  challenged.  There  is  no  real  discipline  in  the  statute. 

I  believe  that  a  constitutional  amendment  is  tlie  only  way  to  insure 
balanced  budgets.  I  think  that  the  people,  the  officeholders  and  others, 
have  a  reverence  and  regard  for  the  Constitution,  and  that  also  is  very 
lielpful. 

vSenator  Scott.  Senator,  some  people  do  not  like  the  idea  of  putting 
this  in  the  Constitution,  and  providing  for  an  executive  budget  in  the 
Constitution,  and  a  tax  rate  dictated  by  the  executive  branch. 

Some  of  these  same  people  say  they  do  not  believe  it  is  wise  to  in- 
crease the  power  of  the  executive  branch  by  placing  in  the  Constitu- 
tion the  requirement  that  we  have  an  executive  budget,  and  a  tax  rate 
-dictated  by  the  executive  branch. 

JS^ow,  is  that  a  part  of  your  proposal  ? 

Senator  Ctjrtis.  The  langiiage  of  my  original  proposal  led  to  com- 
ments such  as  that.  I  do  not  agree  with  the  comments.  It  becomes,  how- 
ever, rather  academic  because  my  revised  version  omits  that  part,  and 
fixes  the  responsibility  on  the  Congress. 

But,  I  do  want  to  take  a  moment  to  tell  you  why  we  designed  that 
procedure  in  the  original  instance.  Much  of  our  spendimr  is  due  to 
administration  urging.  The  administration  comes  forward  and  has  a 
program ;  it  may  be  about  petroleum,  it  may  be  about  national  health, 
it  mav  be  nlwut  anvthing. 

T  feel  that  if  the  President  recommends  expenditures  in  excess  of 
what  the  tax  receipts  are  going  to  be,  that  should  be  made  known  to 
the  public  in  an  emphatic  wav.  Tn  such  a  case  my  first  proposal  re- 
quired him  to  calculate  the  excess  and  declare  how  much  surtax  it 
would  take  to  put  it  in  balance.  That  declaration  would  not  have  the 
force  of  law.  The  sole  power  over  spending  and  in  taxes  would  still 
continue  in  the  Congress.  It  could  lower  his  budget  and  a  surtax  would 
not  be  necessary.  They  could  find  some  other  revenues  and  the  surtax 
would  not  he  n'ecessarv,  usually  they  go  over. 

T  do  not  want  to  sidetrack  the  record  here  too  much  in  defense  of 
that  ]irovision  because  we  made  some  changes  in  our  original  proposal, 
that,  I  believe,  make  it  not  only  more  workable,  but  clarify  it,  and 
make  it  simpler  to  understand. 

Senator  Scott.  Senator,  in  the  event  that  the  committee  recom.mends, 
Oonrrress  enacts,  and  the  States  ratify  this  proposed  amendment  to  the 
Constitution,  could  you  just  explain  briefly  for  the  record  how  this 
would  work? 

Senator  Curtis.  Yes.  The  Congress  would  be  ordered  or  mandated 
bv  this  amendment  to  establish  a  balanced  budget.  And  that  carries 
the  same  force  as  many  of  these  other  proposals.  It  is  the  command  of 
the  Constitution  for  a"  balanced  budget. 

Mr  amendment  has  a  self-enforcing  provision  which  is  sort  of  a 
backstop:  the  responsibilitv  is  clearly'on  the  Congress  to  balance  the 
budoot.  Now  if  it  failed  to  do  so,  at  the  end  of  the  fiscal  vear  the  Presi- 
dent is  called  upon  to  perform  a  ministerial  duty,  and  that  is  to  tabu- 
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late  the  expenditures  and  the  tax  revenues — this  is  not  an  estimate,  it 
comes  at  the  end  of  the  fiscal  year.  And  then  he  makes  a  ministerial 
finding  of  how  much  surtax  it  would  take  to  recoup  that  deficit.  The 
surtax  would  be  applicable  in  the  following  year. 

Another  provision  provides  that  in  a  time  of  national  emergency, 
or  a  declaration  of  war,  the  Congress  can  suspend  that  requirement 
of  this  amendment.  However,  it  is  so  written  that  they  have  to  vote  on 
it  every  year.  The  fact  that  a  declaration  of  war  might  run  for  5  years, 
or  10  years,  or  20  years,  is  beside  the  point.  Every  year,  if  they  wanted 
it  set  "aside,  they  would  have  to  vote. 

Now,  there  are  many  features  of  all  of  these  proposals,  clearly  sub* 
ject  to  the  will  of  the  "Congress  as  time  goes  by. 

My  proposed  amendment  calls  for  a  three-fourth  vote  to  suspend 
its  provision.  There  is  no  magic  about  it ;  maybe  it  shoiild  be  two-third. 
But  in  simple  terms,  the  Congress  has  the  responsibility  of  maintain- 
ing a  balanced  budget.  If  Congress  fails  to  do  it,  then  there  is  a  surtax 
imposed,  automatically ;  and  that  recoups  that  deficit. 

I  believe  very  strongly  that  there  should  be  a  self -enforcement 
provision.  Suppose  we  just  mandated  a  balanced  budget — it  would  be 
a  most  difficult  job  to  write  priorities.  We  couldn't  foresee  the  future 
ill  order  to  put  priorities  in  the  Constitution,  There  will  be  great  con- 
troversy in  the  Congress  to  establish  priorities.  If  there  is  no  auto- 
juatic  self-enforcing  provision,  it  is  conceivable  that  a  radical  Congress 
could  impose  a  tax  that  was  a  capital  levy,  adjourn,  and  the  President 
would  have  to  either  sign  a  very  destructive  tax  law,  or  violate  the 
Constitution  by  permitting  a  default.  The  automatic  surtax  would 
always  assure  a  balanced  budget. 

Also,  if  in  carrying  out  a  mandate  to  balance  the  budget  a  radical 
Congress  might  be  debating  a  capital  levy  tax,  and  those  opposed 
might  want  to  use  their  power  for  extended  debate,  to  filibuster.  But 
they  would  not  dare  defeat  the  capital  levy  because  it  would  pro- 
duce a  deficit  in  violation  of  the  Constitution.  The  automatic  surtax 
is  needed  for  such  situations. 

Therefore,  I  feel  very  strongly  that  we  must  have  a  self -enforcing 
provision;  one  that  puts  discipline  in  this;  one  that  also  in  addition 
is  self-executing,  is  a  fallback  position. 

Xow,  it  may  be  that  someone  will  come  up  with  a  better  mechanism 
to  have  a  self -enforcing  provision.  But,  that  is  the  explanation  of  why 
it  is  proposed. 

Senator  Scott.  Well.  Senator,  you  are  the  ranking  member  on  the 
Finance  Committee. 

Senator  Curtis.  That's  correct,  ranking  minority  member. 

Senator  Scott.  How  long  have  you  beeii  on  that  committee? 

Senator  Curtis.  Ifs  10  years  on  the  Committee  of  Ways  and  INIeans 
now:  and  I  believe  that  it's  about  14  years,  14  or  15  years,  that  I  have 
lioen  on  the  Committee  on  Finance. 

Senator  Scott.  Now,  tell  me,  under  this  provision,  would  Congress 
enact  the  surtax,  or  would  it  go  into  efiect  upon  the  recommendation 
of  the  President,  or  the  Speaker  ? 

Senator  Curtis.  Neither  one. 

Senator  Scott.  Does  it  require  affirmative  action  by  the  Congress? 

Senator  Curtis.  No;  it  goes  in  automatically.  Under  the  revised  ver- 
sion the  Speaker  does  not  perform  a  ministerial  duty;  the  President 
does. 
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I  discussed  with  legal  authorities  as  to  where  we  should  vest  the 
power  to  perform  this  ministerial  action  after  the  fiscal  year  is  close<l : 
that  is,  to  state  whether  or  not  there  was  a  deficit.  We  concluded  that 
inasmuch  as  the  Executive  collects  the  taxes,  and  has  the  records  and 
books  in  the  Treasury  Department,  that  the  ministerial  duty  of  stat- 
ing whether  there  was  or  was  not  a  deficit,  should  fall  upon  the  Presi- 
dent. The  tax  is  imposed  by  the  terms  of  the  Constitution ;  this  operates 
automatically. 

Senator  Scott.  Let  me  ask  you,  Senator,  do  you  consider  that  the 
Federal  expenditures  at  the  present  time  are  getting  to  be  nearly  un- 
controllable on  a  yearly  basis,  and  if  this  is  true,  does  that  result  in 
continued  deficits? 

Senator  Cuktis.  We  are,  of  course,  faced  with  the  necessity  of  defin- 
ing the  terms,  first.  As  the  Appropriations  Committee  faces  its  task, 
a  great  portion,  more  than  75  ])ercent  of  the  budget,  is  uncontrollable 
because  existing  law  calls  for  certain  payments  to  be  made. 

In  many  instances  the  expenditures  are  controllable  only  if  the 
Congress  repeals  an  authorization,  or  changes  it  materially. 

Let  me  explain  the  difficulty.  First,  in  a  strictly  legal  sense,  about 
25  percent  of  the  Federal  expenditures  are  controllable  in  a  given 
year.  That  is,  major  revisions  of  authorized  programs  would  need  to 
be  made  to  lowei-  75  percent  of  the  budget.  I'm  in  favor  of  doing  that : 
it's  not  impossible,  but  only  in  the  sense  that  programs  will  have  to 
be  changed.  For  example,  let's  look  at  the  controllability  of  Federal 
budget  outlays  for  fiscal  year  1976,  and  I  draw  my  statistics  from  a 
recent  publication  of  the  Brookings  Institution : 

Relatively  uncontrollable  under  present  law  are  as  follo^Ys: 

Amount 
(billions)  Percent 

Total . $260.7  74.7 


Payments  tor  individuals  (e.g.  social  security  and  medicaid) 165. 1  47.  3 

Prior  year  contracts  and  obligations: 

Defense _. 23.5  b.7 

Domestic _ 30.5  8.7 

Other  items  (e.g.  interest,  revenue  sharing) 41.6  11.9 

Furthermore,  those  expenditures  which  are  uncontrollable  increased 
from  59.2  percent  of  the  budget  in  1967  to  74.7  percent  in  1976.  Tlie 
Brookings  Institution  made  the  following  comments  about  this  trend  : 

]\Iore  than  half  of  the  increase  i.s  explained  by  one  fact,  the  share  of  Federal 
spending'  allocated  to  national  defense  has  declined,  and  defense  spending  i.< 
nuich  more  controllable  than  nondefense  spending. 

And: 

The  nondefense  portion  of  the  budget  is  becoming  more  nncontroUable  over 
time. 

Furthermore,  while  Congressmen  may  frequently  rote  to  reduce 
proposed  appropriation  bills,  they  continue  to  vote  for  huge  increases 
in  entitlement  programs — for  instance  by  relaxing  eligibility  require- 
ments and  raising  benefit  levels. 

It  is  sobering  to  note  the  Treasury  estimates  of  actual  deficiencies 
in  the  Government  liabilities  of  the  following  annuitv  programs  as  of 
June  30,  1974 : 
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Social  Security  Administration    (trillion) ?1- 3 

Defense  Department  retirement  pay  (billion) 147 

Veterans  Administration  compensation  and  pensions  fund  to  fiscal  year 

2000    (l.illicm) 176.0 

Civil  Service  retirement  and  disability  fund   (billion) 77.0 

Railroad  retirement  system   (billion) ^- S 

One  could  arg-ue  that  if  25  percent  of  the  budget  is  controllable,  this 
still  leaves  a  good  deal  of  flexibility.  However,  for  practical  purposes 
even  this  tigiire  is  too  high.  For  example  : 

In  national  defense  and  international  aft'airs  $70  billion  is  theoreti- 
cally controllable  in  fiscal  year  1976  but : 

(«).  Civil  service  personnel  savings  are  extremely  difficult  in  any 
one  year  because  there  is  severance  pay.  leave  accunuihition.  and  items 
of  that  kind  which  more  than  oH'set  salary  savings. 

(h)  Operation  and  maintenance  cutbacks  would  severely  limit 
Armed  Forces  readiness. 

(c)  Procurement  and  research  cutbacks  would  mean  slowing 
modernization. 

So,  in  defense  and  international  affairs,  according  to  Brookings 
Institute,  real  controllable  outlays  are  reduced  to  $3  billion  or  $4  bil- 
lion in  any  1  year.  And  in  domestic  services,  for  many  similar  rea- 
sons, the  theoretically  controllable  $25  billion,  unless  we  are  Avilling  to 
drastically  cut  prograuis,  boils  down  to  $2  billion  or  $3  billion. 

In  other  words,  in  the  short  run.  Federal  Government  expenditures 
have  become  almost  completely  uncontrollable.  Those  wdio  talk  of 
using  Federal  expenditures  as  a  fiscal  tool  are  totally  unrealistic  unless 
They  wish  to  compound  economic  inefficiency  beyond  its  present  bound- 
aries. Only  tax  manipulation  is  left.  And  the  bias  against  raising 
taxes  is  so  great  that  unbalanced  budgets  really  mean  continuous 
deficits. 

Xow,  w^hat  I  have  said  just  now  in  answer  to  your  question  about  con- 
trollability is  intended  to  point  out  the  difficulty  of  the  problem  we 
face;  it's  not  a  reason  for  not  facing  up  to  the  problem,  and  not  enact- 
ing a  consequent  limit  on  spending.  It  does  point  out  the  great 
'difficulty. 

The  Federal  situation  is  no  different  than  any  other  level  of  Gov- 
ernment. We  vote  certain  payments  and  until  that  law  is  changed, 
they  have  to  be  paid.  We  borrow  money — it  has  to  be  paid  back,  in- 
terest has  to  be  paid. 

I  believe  it  will  require  the  force  of  a  constitutional  amendment  to 
bring  a  halt  to  expansion;  and  second,  to  bring  a  paring  down  of 
Government  programs.  We  are  suffering  from  the  "Welfare  State''; 
it  has  been  ex]:)anded  and  continues  to  expand. 

I  think  we  should  get  this  amendment  to  the  Constitution  written 
in  the  Constitution  as  soon  as  possible,  because  it  will  be  a  great  re- 
straint on  irresponsibility. 

I  believe  if  the  Congress  is  faced  with  cutting  spending,  or  raising 
taxes,  it  will  cut  expenditures.  It  so  happens  that  if  the  Congress 
failed  to  carry  out  the  constitutional  mandate  and  an  automatic  tax 
increase  went  into  eftVct.  it  would  be  announced  2  weeks  before  elec- 
tion. I  think  that  would  be  a  very  wholesome  thing. 

Senator  Scott.  Senator,  we  appreciate  your  contribution,  the  fact 
that  you  have  introduced  this  proposal,  and  I  am  pleased  to  be  a  co- 
sponsor  of  it.  With  the  explanations  you  have  made,  I  wonder  if,  for 
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the  record,  you  would  give  us  aji  analysis,  or  a  comparison  of  your 
proposal  and  the  proposal  of  Senator  Talmadofe,  so  that  the  committee 
Avould  have  your  views  of  one  in  comparison  with  the  other? 

We  are  united  in  tlie  feelinsf  that  our  budget  must  be  brought  under 
control,  and  that  it  must  be  done  throuoh  a  provision  in  the  Consti- 
tution. This  problem  is  so  g:reat,  and  so  much  is  at  stake,  that  if  we 
are  to  have  200  more  years  as  glorious  as  the  past  200,  those  who  agree 
as  to  the  intensity  of  the  problem  must  do  something  about  it,  must 
unite.  In  that  sense.  Senator  Talmadge  and  I  are  in  the  same  position 
on  the  matter. 

Senator  Scott.  Well,  thank  you  again,  Senator.  Is  there  any  further 
statement  or  comment  you  would  care  to  make  ? 

Senator  Curtis.  Well,  you  have  been  most  patient,  but  I  will  im- 
pose for  about  3  minutes  more — 1*11  try  to  make  it  2  minutes. 

Senator  Scott.  Go  ahead,  sir. 

Senator  Curtis.  The  legislative  budget  for  fiscal  year  1976  was 
adopted  w^ith  a  $07.2  billion  deficit — illustrates  the  great  defect  of  the 
present  budget  procedure,  it  doesn't  require  a  balanced  budget;  it's 
merely  a  consensus  of  opinion  as  to  how  great  a  deficit  ought  to  be. 

I  voted  for  a  balanced  budget.  I  didn't  think  it  would  be  intellec- 
tually honest  to  cast  that  vote  for  a  balanced  budget  without  stating 
Avliere  to  make  the  cuts. 

I  Avant  to  go  back  to  what  is  controllable.  Most  things  are  control- 
lable if  we  have  the  courage  to  cut  programs — not  all,  but  many 
things  are  controllable.  Here  is  what  I  pi-opose.  to  eliminate  $67.2 
billion  of  outlays.  This  was  last  spring.  First  I  would  repeal  the 
recent  tax  reduction,  that  would  save  $23  billion.  It  was  wrong  to  cut 
taxes  when  we  had  to  borrow  money. 

I  would  abolish  revenue  sharing.  Why  should  we  have  revenue 
sliaring  when  we  have  to  borrow  money  to  send  out  the  checks?  That 
would  save  $6.3  billion.  I  do  not  think  that  when  we  have  a  debt  of 
this  size  we  should  have  foreign  aid  of  $4  billion — that  would  be  cut 
$3  billion.  I  think  the  space  program  has  ali-eady  been  cut  quite  a  little 
bit,  but  I  would  cut  that  by  half  a  billion  dollars. 

In  urban  transportation,  we  are  not  spending  that  money  on  re- 
search and  development,  or  new  methods  of  transportation;  we  are 
underwriting:  deficits  of  streetcar  lines  and  buses.  We  have  no  busi- 
ness doing  that.  I  would  cut  that  by  $1  billion. 

Community  services  and  communitv  development,  if  we  Avent  back 
to  the  107-1:  leA^el,  Ave  could  saA'e  $1  billion  on  this. 

On  education,  10  years  ago  Ave  were  spending  $3  billion,  it's  now  $7 
billion.  By  goinof  back  to  the  1974  fioure  Ave  could  saA-e  $2  billion. 
I  think  we  ought  to  appeal  to  the  educators  and  say,  "How  would 
you  change  all  of  those  programs  to  do  the  most  good  with  the  money 
you  have?"  Just  by  going  back  to  the  1974  leA^l  AA^e  would  save  $2 
billion. 

Manpower  and  social  seiwlces  were  supposed  to  cost  a  few  hundred 
thousand  dollars :  this  jumped  up  to  $5  billion.  We  could  easily  cut  that 
back  by  $1.2  billion. 

Our  health  programs  10  years  ago  were  costing  $3  billion  out  of 
the  Federal  purse,  today  it's  $30  billion;  that  is  a  tenfold  increase. 
We  are  taxing  laborers  to  pay  the  medical  bills  of  the  richest  people 
in  the  country,  if  they  happen  to  be  65  or  over.  I  think  that  could 
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be  reduced  l\y  $5  billion  easily.  Xow,  it's  uncontrollable  only  in  the 
sense  you  have  to  change  the  law. 

We  increased  retirement  pay  various  times,  and  wages  in  various 
Government  programs.  I  think  we  slioidd  have  waited  by  postponing 
all  of  that,  and  we  could  have  saved  $12.9  billion — almost  $13  billion. 

Law  enforcement  is  a  local  responsibility.  Ten  years  ago  we  were 
spending  half  a  billion  dollars  on  law  enforcement;  now  it's  $3.5  bil- 
lion, having  increased  sevenfold.  We  haven't  cut  crime.  I  would  cut 
that  by  $1  billion. 

We  could  take  $2  billion  off  food  stamps.  In  welfare  reform,  we 
should  save  $2  billion. 

And  then,  I  think,  you  find  out  when  you  add  that  up,  it  would  elimi- 
nate the  deficit.  And,  if  we  didn't  have  to  borrow  $67  billion  this  yeal- — ■ 
and  I'm  afraid  it  is  going  to  be  more — we  woidd  save  $2  billion  in 
interest. 

I  want  to  thank  the  distinguished  Senator  and  the  other  Senators 
who  are  a})pearing  here  today ;  and  particular  thanks  to  Senator  Fong 
and  the  staff,  who  have  l)een  so  patient. 

Senator  Scott.  Thank  you  very  much.  Senator. 

[The  complete  statement  of  Senator  Carl  T.  Curtis,  and  attachments, 
are  as  follows :] 

Statement  of  Senator  Carl  T.  Curtis  Before  the  Sn?cojr;MiTTEE  on  Constitu- 
tional A]\rENDMENTS  OF  THE  SENATE  COMMITTEE  ON  THE  .JUDICIARY  ON  SEPTEM- 
BER 23, 1975 

Mr.  Cliairniau,  I  wish  to  extend  my  thanks  to  you.  Senator  Fong.  and  to  the 
chaii-man  of  the  subcommittee.  Senator  Bayh,  for  making  this  hearing  possible. 
I  also  wish  to  express  my  gratitude  for  the  help  of  my  colleague  from  Nebraska, 
Senator  Hruska.  As  the  ranking  minority  member  of  the  Committee  on  the  Judic- 
iary, he  has  been  most  helpful  to  me.  Senator  Hruska  supports  the  objective 
of  this  proposal  and  I  am  happy  to  report  that  he  plans  to  testify  when  these 
hearings  are  resumed. 

It  is  my  belief  that  the  question  we  shall  be  considering  today  and  in  subsequent 
hearings  may  be  one  of  the  most  fundamental  and  imiwrtant  public  questions  to 
which  this  Congress  can  address  itself. 

It  is  abundantly  clear  I  am  not  alone  in  this  opinion. 

"We  shall  be  hearing  from  distinguished  Members  of  Congress,  as  well  as  from 
perceptive  and  deeply  concerned  members  of  State  legislatures  all  of  whom 
share  with  us  a  deep  concern  for  the  rapidly  deteriorating  fiscal  integrity  of 
our  Nation.  We  shall  hear  also  from  eminent  economists  from  the  North,  from 
the  South,  from  the  West.  All  are  profoundly  concerned  with  the  problem  we 
shall  be  considering.  At  this  very  moment  we  are  looking  overseas  and  see  a  na- 
tion, the  United  Kingdom,  whose  desperate  outlook  is  closely  related  to  a  govern- 
ment spending  policy  which  is  heading  that  gre:it  nation  toward  a  disastrous 
outcome  which  even  the  most  optimistic  see  as  little  short  of  hopeless.  There  is 
a  certain  point  at  whicli  only  heroic  measures  can  stop  a  runaway  deterioration. 
Here  at  home  we  see  our  own  nation's  most  populous  city  hovering  on  the  edge 
of  bankruptcy.  The  same  men  whose  policy  of  deficit  spending  l>rought  their  great 
city  to  its  kiiees  seem  helpless  to  restore  the  economy  of  the  city  which  they 
themselves  have  wrecked  through  unwise  and  reckle.'^s  spending  policies. 

The  rapidly  accelerating  pace  of  public  spending  across  our  nation  has  now 
reached  such  a  pitch,  that  some  men,  formerly  advocates  of  almost  unlimited 
spending,  are  now  becoming  .ilarraed.  They — some  of  them — are  ready  at  last 
to  join  us  in  seeking  a  solution  to  this  proV)lem  before  it  is  so  far  out  of  hand 
an  uncontrollable  inflation  will  become  unavoidalile. 

The  helplessness  of  these  politicians  is  evident  to  everyone,  once  the  pace  of 
the  trend  towards  bankruptcy  reaches  a  critical  point.  In  New  York  City  they 
now  have  to  go  begging  to  their  state  legislature.  Yes,  representatives  of  this 
great  citv  come  begging  even  to  the  Federal  government. 

If  bankrupt  states  should  come  to  the  Federal  government  and  then  other 
bankrupt  cities  should  join  the  company  of  beggars,  how  long  could  even  the 
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cre<lit  of  the  Federal  Government  endure  such  a  lethal  drain?  Every  responsible 
analyst  in  the  country  is  alarmed  by  this  trend. 

It  is  not  so  many  years  ago  that  a  hundred  million  marks  would  not  buy  a  loaf 
of  bread  in  Berlin.  We  must  not,  we  will  not,  tolerate  a  trend  that  could  in  all 
realism,  gain  such  momentum  in  our  nation. 

Tlie  very  responsible  and  distinguished  witnesses  who  intend  to  testify  today 
and  later  before  this  committee  feel  deeply,  I  know,  the  present  danger  of  our 
situation. 

I  look  forward  with  the  greatest  interest  to  hearing  their  observations,  es- 
pecially as  they  relate  to  the  proposal  my  distinguished  colleagues  and  I  have 
offei"ed  for  a  constitutional  amendment  which  would  require  a  balanced  budget. 
The  elements  of  the  proposal  are  spelled  out  in  S..T.  Res.  55,  and  I  shall  not  take 
time  from  other  witnesses  to  specify  the  particulars,  at  this  time.  Before  these 
hearings  are  complete  I  expect  a  full  discussion  of  the  proposals  embodied  in 
S.J.  Res.  55. 

Let  me  say,  Mr.  Chairman,  the  pervading  fear  is  that  the  Congress  will  not 
show  itself  capable  of  resisting  the  temptation  to  spend  and  spend  beyond  the 
resources  of  even  our  great  nation.  The  past  history  of  fiscal  recklessness  is  not 
very  reassuring  on  this  point. 

We  all  hope  that  the  new  Senate  Committee  to  give  consideration  to  the  budget 
will  be  able  to  do  the  job  in  the  face  of  Congressional  pressure  for  excessive  and 
reckless  spending. 

But  dare  we  hope  for  such  a  miraculous  change  in  the  Congress?  Dare  we 
leave  the  decision  solely  in  the  hands  of  a  Congre.ss  which  has  brought  us,  over 
years  of  time,  to  the  dangerous  situation  in  which  we  find  ourselves  today?  Will 
the  Committee  on  the  Budget,  composed  as  it  may  be  of  men  of  highest  principle 
and  greatest  character,  find  it  possible  to  resist  the  pressure  from  a  Congress 
which  has  been  so  accustomed  to  attempt  the  solution  of  every  social  evil  known 
to  man,  by  simply  throwing  money  at  the  problem? 

My  colleagues  and  I  who  have  siwnsored  S..T.  Res.  55  do  not  believe  we  dare 
leave  the  decision  to  Congre.ss  alone,  without  any  outside  restraints,  after  such 
a  history  of  reckless  spending.  We  are  joined  in  the  belief  that  nothing  less 
than  an  amendment  to  the  Constitution  will  serve.  Nothing  less,  we  believe,  will 
be  adequate  restraint  on  a  Congress  which  has  become  "hooketl"  on  spending. 

Before  completing  my  remarks,  I  wish  to  spend  a  few  moments  to  dispel  cer- 
tain myths  that  have  l>een  propagated  and  nourished  by  the  advocates  of  unre- 
strained Federal  spending. 

It  is  a  ccmnnonplace.  for  example,  for  some  of  the  press  to  refer  to  the  ques- 
tion of  balancing  the  Federal  budget  in  a  "worn-out  slogan  which  is  meaning- 
less to  most  people."  Certain  elements  of  the  in-ess  insist  that  people  just  don't 
care  about  this  question.  Other  press  representatives  call  it  a  "non-issue" — "a 
trumped-up  artificial  issue  of  real  consequence." 

l*erhaps  the  best  way  to  examine  the  validity  of  such  statements  is  to  get  some 
facts  on  what  people  are  really  thinking. 

Gallup  conducted  a  poll  not  long  ago  that  is  very  relevant  to  our  considera- 
tion. Gallup  interviewers  asked  a  representative  cross-section  of  the  United  States 
population  the  following  question  : 

"How  important  do  you  think  it  is  to  balance  the  Federal  budget — very  im- 
port<int.  fairly  important,  or  not  so  important?" 

What  these  people  told  Gallup  is  important. 

To  begin  with.  Gallup  found  that  over  m%  of  the  entire  population  had  thought 
about  this  question  and  did  have  a  definite  opinion  on  balancing  the  budget.  Only 
a  minute  fraction,  only  7%,  had  no  opinion.  It  is  clear  that  the  question  of  a 
balanced  ])udget  is  on  the  minds  of  almost  all  of  the  people  of  this  country. 

Those  who  did  have  opinions — almost  everyone,  83 9r  that  is — favored  balancing 
the  budget.  They  thought  it  was  important. 

And  these  were  no  off-hand  opinions.  Sixty  per  cent  of  all  people  asked  said 
the  question  of  balancing  the  Federal  budget  was  very  important  to  them. 

Those  who  tell  us  the  public  is  indifferent  to  this  question  are  either  ignorant 
of  the  facts,  or  are  deceiving  us.  They  better  take  another  reading. 

Another  myth  propagated  by  the  advocates  of  big  Federal  spending  is  that 
only  the  rich  really  care  about  the  problem.  Gallup  found  that  the  opposite  is 
true.  It  was  in  the  highest  income  brackets  that  was  found  the  most  apathy. 
Only  ~)'2^/r  of  the  relatively  well-to-do  persons  believe  balancing  the  liudget  to  be 
very  important. 

On  the  other  hand,  people  below  ,$10,000  a  year  (down  to  .$7,000)  were  much 
•stronger  in  their  beliefs  on  this  issue:  70%  of  the  rcJnthclij  low-income  persons 
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helieved  Mlaucinri  the  Federal  hudf/et  to  be  very  importaut  in  comparison  with 
only  52%  of  the  well-to-do. 

Let's  look  at  the  very  bottom  economic  group — those  with  income  less  than 
?3.000. 

Gallup  found  that  the  poor  were  much  more  concerned  than  were  people  in 
the  top  income  bracket. 

No.  It  is  no't  a  rich  man's  issue.  On  the  contrary,  it  is  even  more  a  poor  man's 
issue.  It  is.  in  fact,  every  man's  issue.  And,  despite  the  deluge  of  propaganda  to 
the  contrary,  ttie  poor  inioic  vertj  irell  that  they  arc  the  hardest  hit  by  inibal- 
aneed  budgets  and  consequent  inflation.  Let  us  not  be  misled  on  this  issue  any 
loniier. 

Gallup  also  analyzed  his  hndings  by  occupation.  He  found  that  manual  labor- 
ers were  more  concerned  about  i)alancing  the  budget  than  any  other  occui)atiou; 
and  farmers  were  close  behind  them  in  their  intensity  of  feeling  on  the  matter 
of  a   balanced  budget. 

And  who  were  least  concerned?  The  professional  and  businessmen  were  the 
least  concerned ! 

Individuals  in  the  press  and'  in  politics  should  examine  closely  their  l>elief 
that  only  businessmen  and  professionals  care  about  a  balanced  budget.  They  are 
wrong. 

Another  myth  propagated  by  the  big  spenders  and  their  supporters  in  the 
press  and  on  TV,  is  tluit  a  l)alanced  budget  is  a  partisan  issue.  It  is  often  pre- 
sented by  the  liberals  as  '"a  worn-out  issue  and  dear  only  to  the  Republicans." 

Let  us  look  again  at  the  Gallup  findings. 

According  to  the  Gallup  analysis,  people  who  consider  themselves  Democratie 
voters  are  wore  intenselij  concerned  than  arc  Republicans  with  the  need  for  a 
balanced  budget. 

(Jallup  found  that  639^  of  the  Democrats  believed  the  question  of  balancing 
the  budget  to  be  very  important  compared  to  55%  of  the  Republicans.  In  fact, 
more  Independents  also  were  concerned  than  were  Republicans. 

There  are  still  other  myths  about  balancing  the  budget. 

Sometimes  the  question  of  a  balanced  budget  is  presented  liy  propagandists 
disparagingly  as  an  "old  folks"  issue.  The  young  are  supposed  to  be  less  inter- 
ested in  such  matters. 

Here  again,  the  Gallup  analysis  displays  the  falsity  of  such  a  belief.  Two  groups 
of  young  people,  one  group  aged  IS  to  24  and  another  group  25  to  29  were  found 
to  be  more  keenly  concerned  with  balancing  the  budget  than  were  persons  over 
50  yeai's  of  age. 

The  fact  is  clear.  Young  people  are  moi-e  clearly  aware  than  some  politicians 
may  believe.  Young  people  know  they  are  deeply  and  importantly  affected  by 
unbalanced  Federal  budgets,  and  the  conse(iuences  that  flow  therefrom.  It  is 
clearly  not  an  "old  folks"  issue  only. 

Si)endthrift  politicians  who  lielieve  they  are  appealing  to  young  people  when 
tliey  advocate  reckless  spending  would  be  wise  to  study  the  actual  public  opinion 
of  the  young  people  on  this  issue. 

Finally,  let  me  say  I  do  not  lean  entirely  on  Gallup  for  such  information.  ;Mr. 
Louis  Harris  found  last  year  that  76%  of  the  entire  population  believes  that 
Federal  spending  is  the  major  cause  of  inflation. 

The  people  are  ahead  of  the  politicians  on  this  question. 

The  poor  really  understand  they  are  the  hardest  hit.  They  are  not  misled. 

The  farmers  and  the  mainial  laborers  know  how  much  damage  is  done  to  them 
by  the  avalanche  of  Federal  spending. 

The  young  voters  are  not  deceived  by  reckless  promises. 

And  finally,  it  is  not  a  partisan  Republican  issue  as  some  have  claimed.  I  re- 
peat:  a  higher  ]>roportion  of  Itemocrats  and  of  Independents  are  worried  about 
an  Tinbalanced  l)udget  than  are  Republicans. 

And.  I  repeat  again.  76%  of  the  entire  population  believe  Federal  spending 
is  the  major  cause  of  inflation. 

It  seems  to  me  appropriate  to  begin  these  hearings  by  dispelling  some  of  the 
more  obvious  myths  that  have  beclouded  the  iss'ue. 

It  seemed  furthermore  useful  to  establish  beyond  question  the  great  importance 
to  the  American  public  of  the  matter  we  shall  be  considering. 

The  interest  on  our  national  debt  is  in  the  neighborhood  of  .S5  billion  dollars 
this  year.  T  might  call  attention  to  the  committee  that  witli  35  billion  dollars 
the  United  States  government  could  pay  the  entire  present  cost  of  the  INIedicare 
program,  the  Medicaid  program,  the  highway  program,  the  running  of  our 
agricultural  program  and  the  program  for  the  development  of  our  water  and 
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power  resources,  including  conservation,  and  recreational  purposes.  We  could 
pay  all  or  riiii>  out  ox  wiiat  we  are  paying  lor  interest. 

1  am  indebted  to  many  people  ior  help  on  this  resolution.  For  over  25  years  I 
have  struggled  with  the  job  of  trying  to  write  a  constitutional  amendment  that 
would  put  the  Federal  government  on  a  pay-as-you-go  basis.  The  late  Senator 
Harry  Byrd,  Sr.  of  Virginia,  and  the  late  Senator  Styles  Bridges  from  New 
Hampshire  and  I  introduced  a  proposed  constitutional  amendment.  At  that  time 
we  thought  we  had  a  good  idea  for  making  our  proposal  self-enforcing.  We  offered 
a  constitutional  proposal  that  prohibited  Congress  from  adjourning  until  the 
budget  was  balanced.  Time  has  proven  that  that  would  be  ineffective,  because 
Congress  now  stays  in  session  all  year  long.  The  enforcing  provision  would  not 
have  been  effective. 

It  was  the  distinguished  Senator  from  Delaware.Mr.  John  Williams,  who  made 
the  suggestion  that  there  ought  to  be  an  automatic  surtax  that  would  go  into 
effect  if  the  Congress  did  not  take  the  necessary  steps  to  balance  the  budget 
by  other  means.  Senator  Williams  was  talking  about  a  statutory  provision.  This 
idea,  however,  has  been  incorporated  in  the  constitutional  provision.  Here  is  how 
this  proposal  would  work. 

In  brief,  the  proposed  constitutional  amendment  would  require  that  budgetary 
deficits  be  offset  by  a  uniform  income  surtax  to  be  levied  with  resiject  to  the 
calendar  year  immediately  following  the  fiscal  year  in  which  the  deficit  was 
incurred.  The  rate  of  the  surtax  would  be  calculated  by  the  President  and  the 
surtax  would  be  imposed  automatically  unless  suspended  by  Congress  by  reason 
of  a  grave  national  emergency.  Section  1  of  the  proposed  constitutional  amend- 
ment requires  that  the  Congress,  in  the  exercise  of  its  legislative  functions,  shall 
make  all  reasonable  efforts  to  balance  the  Federal  budget. 

Section  2  of  the  proposed  constitutional  amendment  requires  that  the  President, 
within  20  days  after  the  close  of  each  fiscal  year,  determine  the  total  receipts 
and  outlays  of  the  Federal  government  for  such  fiscal  year.  For  this  purpose, 
"receipts"  and  "outlays"  are  all  encompassing  and,  specifically,  include  trust 
fund  receipts  and  trust  fund  expenditures.  Except  as  noted  below,  the  only 
receipts  and  outlays  excluded  are  those  from  the  sale  and  redemption  of  debt 
obligation.  However,  interest  paid  with  respect  to  the  public  debt  is  to  be 
regarded  as  an  "outlay"  for  this  purpose.  The  term  "receipts"  also  does  not 
include  revenue  derived  from  any  surtax  imposed  pursuant  to  the  proposed 
constitutional  amendment. 

If,  for  a  particular  fiscal  year,  outlays  exceed  receipts,  then  section  2  of  the 
proposed  constitutional  amendment  requires  that  the  President  determine  the 
rate  of  income  tax  surtax  necessary  to  produce  receipts  equal  to  the  amount 
by  which  outlays  exceeded  receipts.  Once  the  President  makes  the  foregoing 
determinations,  he  is  required  to  submit,  within  the  20-day  period,  the  surtax 
rate  to  the  Congress  by  special  message.  The  proposed  constitutional  amendment 
is  so  drafted  that  the  income  tax  surtax  would  consist  of  a  single  uniform  surtax 
rate  applicable  to  all  persons  (both  individuals  and  corporations)  having  Federal 
income  tax  liability. 

Section  3  of  the  proposed  constitutional  amendment  provides  that  the  income 
tax  surtax,  at  the  rate  determined  by  the  President,  shall  apply  to  the  calendar 
year  immediately  following  the  fiscal  year  in  which  the  budgetary  deficit  was 
incurred.  In  the  case  of  taxpayers  not  on  a  calendar  bar-is,  the  income  tax  surtax 
is  to  apply  to  that  portion  of  the  income  tax  liability  attributable  to  the  portion  of 
tbe  taxpayer's  fiscal  year  or  years  w^hich  fall  within  the  calendar  year  for  which 
the  income  tax  surtax  is  imposed. 

Section  4  of  the  proposed  constitutional  amendment  permits  the  Congress,  under 
earefullv  circumscribed  standards,  to  suspend  the  income  tax  surtax  for  all  or 
part  of  "the  calendar  year  with  respect  to  which  it  would  otherwise  be  imposed. 
TTnder  the  proposed  amendment,  suspension  of  hte  otherwise  applicable  income 
tax  surtax  requires  a  Congressional  finding  that  a  "grave  national  emergency" 
exists.  If  such  a  finding  is  made,  then  the  income  tax  surtax  may  he  suspended 
by  a  concurrent  resolution  agreed  to  by  a  rollcall  of  three-fourths  of  all  of  the 
members  of  each  House  of  Congress. 

Section  5  of  the  propos.ed  constitntionnl  amendment  provides  that  the  amend- 
ment shall  apply  with  respect  to  the  first  fiscal  year  beginning  after  ratification 
of  the  amendment.  ,         i.    p 

Section  G  of  the  proposed  constitutional  amendment  authorizes  the  enactment  ot 
appropriate  legislation  to  enforce  the  amendment. 
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The  Budget  Is  Out  of  Control 
(By  CarlT.  Curtis) 

A  distinsnislied  economist  has  likened  managing  tlie  American  economy  to 
driving  a  car  by  looking  into  the  rearview  mirror  and  using  the  accelerator  hut 
not  the  brake.  And  that's  exactly  what  has  been  happening.  In  fact,  the  car  is  out 
of  control !  Ralph  Nader  would  say  it's  "Unsafe  At  Any  Speed." 

Let's  look  at  the  record.  In  fiscal  year  1975.  the  Federal  l)udget  deficit  was  44.2 
billion  dollars.  Budget  outlays  were  $325.1  billion,  or  $11.7  billion  above  the 
budget  estimate. 

Fiscal  year  1976  will  be  worse.  The  President  started  out  by  proposing  a  budget 
with  a  deficit  hovering  around  $50  billion.  His  mid-year  review  upped  the  pro- 
jected deficit  to  $59.9  billion.  Administration  officials  were  predicting  that  it 
would  more  likely  be  $80  billion  by  year's  end.  And  some  responsible  elements 
in  both  the  admiiiistrattion  and  the  Congress  were  mentioning  a  deficit  close. to 
$100  billion.  Deficits  in  triple-digit  billions  seem  to  be  on  the  way. 

These  deficits  are  no  surprise.  They're  the  natural  outcome  of  a  lax  and  irre- 
sponsible attitude  toward  profligate  Federal  budgets  in  too  many  years  since 
World  War  II.  Federal  budget  deficits  were  incurred  in  every  year  save  one  since 
1961,  reflecting  Federal  expenditure  increases  from  an  expenditure  budget  of  $97.8 
billion  in  1961  to  an  outlay  of  $325  billion  in  1975. 

I  want  to  share  with  you  the  results  of  a  recent  careful  in-depth  study  of 
government  expenditures  over  the  20  years  from  1952  to  1972.  Of  the  20  fiscal 
years  from  1953  to  1972,  only  four  had  budgetary  surpluses  (1956,  1957.  19tM)  and 
1909)  for  an  aggregate  surplus  of  $10.8  billion,  while  the  other  16  budgets  pro- 
duced a  combined  deficit  of  $134.8  billion. 

It  took  163  years,  from  1789  to  1952.  for  Federal  expenditures  for  domestic 
purposes  to  reach  a  level  of  $13  billion.  In  the  succeeding  20  years  they  multiplied 
teuiold  jumping  from  $13  billion  to  $134  billion.  The  entire  Federal  domestic 
expenditure  budget  of  that  last  year  could  have  l»een  financed  from  the  combined 
deficits  of  the  preceding  20  years !  It  boggles  the  mind  to  imagine  for  a  minute 
that  we  could  have  had  the  equivalent  of  a  year  of  domestic  expenditures  without 
any  Federal  taxes  at  all. 

In  those  same  20  years  the  Federal  public  debt  went  up  $182  billion — and  this. 
by  the  way,  was  accompanied  by  an  increase  of  $145  billion  in  the  state  and  bx-al 
debt.  I  speak  only  of  the  formal  debt.  We  have  committed  ourselves,  tls rough 
authorization  bills,  to  vastly  greater  obligations.  For  example,  the  Treasury 
calculated  the  unfunded  liability  of  the  Social  Security  system  at  $2.4  trillion  as 
of  June  30.  1974  ! 

I  want  to  talk  for  a  minute  aliout  "reordering  national  priorities",  a  phrase 
much  in  vogue  in  the  past  few  years.  No  one  can  oliject  to  a  continuous  review 
of  our  national  goals  and  to  changing  the  emphasis  of  government  activities  to 
meet  the  needs  of  the  times.  In  fact,  it's  healthy — if  it's  done  honestly  and 
forthrightly. 

This  has  not  been  the  case.  The  deficits  of  which  T  have  been  speaking  were 
not  caused  primarily  by  holding  expenditures  level  and  cutting  taxes.  Just  the 
opposite:  they  were  primarily  the  result  of  ever-increasing  expenditures  for 
domestic  services.  In  fact,  deficits  facilitated  "reordering  national  priorities" 
toward  more  welfare  programs.  While  defense  expenditures  in  those  years 
dropped  from  54  percent  of  the  national  budget  to  30  percent,  the  share  of 
domestic  services  rose  from  19  percent  to  55  percent.  Outlays  for  health,  educa- 
tion and  welfare  by  the  Federal  government  increased  an  appalling  1,416  percent 
during  the  decades  1953-1972  alone.  During  those  20  years.  Federal  domestic 
services  expenditures  soared  from  3.9  to  12.1  percent  of  the  Gross  National 
Product  (GNP).  while  defense  expenditures  dropped  from  14.3  to  7.2  percent 
of  GNP.  I  submit  that  we  reordered  priorities  to  provide  the  services  of  a  welfare 
state,  while  depriving  the  voters  of  the  right  to  assess  the  costs  of  these  services 
to  them,  either  in  terms  of  taxes  or  of  inflation.  Instead,  we  added  nearly  $135 
billion  to  the  Federal  debt. 

In  fiscal  years  1975  and  1976  the  cumulative  additional  deficits  may  well  be 
$140  billion  more,  I  further  submit  that  this  method  of  "reordering  national 
priorities"  is  fagrantly  dslionest.  One  recent  study  carefully  cataloged  the  sudden 
and  unprecedented  explosion  of  Federal  activities  in  the  broad  field  of  social 
welfare  and  observed:  "Had  this  been  financed  by  equivalent  boosts  in  taxes, 
the  American  people  would  have  been  fully  aware  of  what  was  happening.  But  the 
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primary  methods  of  financing  the  multiplication  of  social  benefits  and  services, 
to  the  extent  to  which  the  added  expenditures  exceeded  the  automatic  growth  of 
revenues  from  economic  advance,  where  (a)  budgetary  deficits,  that  is,  inflation, 
and  (b)  a  cut  to  less  than  half  in  the  share  of  resources  allocated  to  national 
security." 

Deficits  incurred  in  this  way  carry  the  false  message  that  we  can  get  somethmg 
for  nothing.  Our  appetite  for  private  goods  is  disciplined  by  the  necessity  of 
paying  for  them.  Public  services  financed  by  deficits  appear  to  be  "for  free". 
No  wonder  government  prefers  deficit-induced  inflation  to  taxation.  The  battle 
cry  today  appears  to  be  "representation  without  taxation". 

And  let  there  be  no  doubt  that  inflation  in  the  Unite<l  States  in  recent  years  has 
been  partially  fired  by  Federal  deficit  spending.  Again,  let's  look  at  the  record. 
There  have  been  four  periods  characterizd  by  infiation  since  World  War  II. 
//(.  tlte  initial  years  of  each  period  tlic  Federal  (jorenuurnt  incurred  a  significant 
hudget  deficit.  Furthermore,  we  have  had  nearly  catastrophic  infiation  in  the 
United  States  beginning  with  the  "guns  and  butter"  excesses  of  the  Johnson 
administration.  And  Federal  deficits  were  incurred  in  every  year  save  one  since 
IDfil.  Infiation  reached  double  digit  proportions  in  1974.  Dnuhle-digit  billion 
dollar  deficits  were  incurred  in  1971.  1972,  1973  and  1975.  S(mie  forecasts  sug- 
gest we  are  flirting  with  triple-digit  deficit  billions  as  early  as  the  current 
fiscal  vear.  And  we're  supposed  to  be  fighting  infiation. 

Let's  he  blunt  with  the  spectres  raised  by  a  deficit  of  $80  billion  in  a  single 
fiscal  year.  This  order  of  debt  nuist  be  financed  in  two  ways  :  by  Treasury  borrow- 
ing in  the  money  markets  and  by  expansion  of  the  money  supply.  Treasury 
Itorrowing  will  liike  interest  rates  and  provide  competition  with  business  for 
private  capital,  thus  slowing  business  expansion  and  dampening  growth  in  the 
job  market.  Expansion  of  the  money  supply  is  tantamount  to  printing  more 
money  to  fire  inflation.  We  are  fighting  inflation  by  soaking  up  investment 
capital  which  could  help  provide  jobs  on  the  one  hand,  and  by  creating  more 
money  to  drive  up  prices  on  the  other.  I  submit  this  is  truly  a  self-defeating 
policy. 

This  paradox  is  compounded  in  another  way.  Part  of  the  deficit  is  created 
bv  temporary  tax  cuts  to  spur  the  economy.  But  the  greater  part  of  the  deficit 
is  incurred  by  greater  spending.  These  spending  policies  contribute  to  inflationary 
prices  that  are  really  hidden  taxes.  By  what  other  name  than  a  tax  can  you  call 
the  result  of  policies  that  produce  higher  money  incomes  but  lower  real  incomes? 
In  1974,  real  disposal ile  income  decreased  by  3.4  percent.  While  real  incomes 
decrease,  money  incomes  rise.  This  puts  some  people  in  higher  tax  brackets 
and  their  tax  bills  increase.  For  the  economy  as  a  whole  it  has  been  demonstrated 
that  tax  revenues  rise  much  more  rapidly  than  money  income  during  a  period  of 
rapid  price  increases.  Recent  studies  estimate  that  a  10  percent  inflation  rate 
would  increase  tax  revenues  liy  14.7  percent  in  one  year  alone. 

What  is  still  more  unconscionable  is  that  the  poor,  the  aged,  and  others  on 
flxed  incomes  must  pay  most  heavily.  In  1974,  inflation  increased  the  direct 
tax  liurden  on  low  and  "middle  income  taxpayers  more  than  on  wealthy  individ- 
uals. And  that  was  the  year  that  real  disposable  income  declined  by  3.4  percent. 
We  are  in  effect  asking' poorer  wage  earners  and  the  aged  and  the  sick  to  foot 
the  bill  to  help  provide  jobs  or  out-and-out  welfare  for  the  young  and  resilient. 

Tontinued  inflation  can  be  debilitating  enough.  But  America  has  been  plagued 
recently  by  a  new  economic  disease :  Stagflation.  Persistent  inflation  is  accom- 
panied by  persistentlv  intolerable  levels  of  unemployment.  Keynesian  economists 
Inive  cried  spend  morel  Create  greater  Federal  deficits,  and  unemployment  will 
abate.  But  anvone  who  will  open  his  eyes  to  reality  will  see  that  this  has  failed. 
Instead  of  more  jobs,  we  have  continued  high  unemployment  and  higher  prices. 
It  is  abundantlv  'apparent  that  the  days  of  the  1960's  when  economists  believed 
that  they  had  discovered  how  to  "scientifically  manage"  the  economy  are  long 
past— if  they  ever  existed.  Some  of  us  are  beginning  to  admit  this.  The  Federal 
Reserve  Board  of  St.  Louis  believes  that  increases  in  government  spending  and 
bud°-et  deficits  are  the  fundamental  cau.se  of  monetary  expansion  and  inflation. 

I  have  titled  mv  remarks  on  deficit  spending  "The  Budget  Is  Out  of  Control", 
and  Isubmit  that  deficit  spending  has  resulted  in  a  stagnation  that  is  out  of 
control  But  here  is  another  way  in  which  things  are  out  of  control.  Federal 
expenditures  themselves  are  out  of  control.  In  the  budget  which  Congress 
considered  for  fiscal  vear  197G,  only  about  2."  percent  of  Federal  expenditures 
are  controllable  without  major  revisions  of  authorized  Federal  programs.  This 
•compares  with  40  percent  in  1967.  And  for  many  practical  reasons  the  25  percent 
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figure  is  much  too  high.  In  any  practical  sense,  only  $3  to  ,$4  billion  of  national 
defense  and  international  program  budgets  are  controllable  in  fiscal  year  1976 
and  only  $2  to  .f:^  billion  of  the  domestic  budget  are  controllable  in  this  year. 
Sl>ending  not  only  has  consistently  increased,  but  apparently  "practical"  and 
politicalforces  keep  it  at  liigh  levels.  A  recent  Brookings  Institution  publication 
stated :  "How  can  fiscal  policy  be  used  to  temper  an  inflationary  surge  in  the 
economy  when  spending  is  fixed?  The  answer  is  Taxes." 

But  we  all  know  that  Presidents  and  Congresses  run  from  raising  taxes.  The 
result  in  recent  years  has  been  uncontrolled  deficits,  uncontrolled  inflation  and 
uncontrolled  growth  in  government.  I  miglit  point  out  here  that  the  tentacles 
of  the  Federal  government  have  reached  down  into  state  and  local  governments 
by  grants-in-aid  to  make  their  budgets  uncontrollable  as  well. 
"  This  is  another,  more  frightening  dimension  in  which  things  are  getting  out  of 
control  as  a  result  of  deficits,  profligate  spending  and  bigger  government.  That 
is  the  very  fabric  of  the  American  society.  Teachers,  police  and  garbagemen 
scramble  pell-mell  for  the  cities'  dollars  hy  potentially  crippling  strikes.  The 
aged  and  the  poor  have  to  scramble  for  the  largesse  of  government  to  help  main- 
tain a  decent  standard  of  living  as  inflation  is  rampant.  Financial  institutions  are 
weakened,  .some  on  the  brink  of  collapse.  There  are  appalling  increases  in  white- 
collar  and  violent  crimes.  High  interest  rates  and  tigliter  money  stifle  home- 
liuilding  and  indirectly  may  stifle  homemaking  itself.  And  all  the  government's 
money  and  all  the  government's  men  can't  seem  to  put  an  effective  education 
system  together  again.  Even  liberal  economist  Walter  Heller  has  observed,  'When 
inflation  reaches  double-digit  proportions,  the  costs  in  terms  of  social  conflicts 
and  tensions  it  generates  and  the  uncertainties  and  loss  of  confidence  in  the 
dollar  yardstick  it  may  breed  are  important  intangibles  that  economics  cannot 
ignore.  .  .  ." 

The  saddest  paradox  of  all  is  that  as  government  expenditures,  government 
deficits  and  economic  inflation  get  out  of  control,  the  government  itself  tries 
to  impose  more  and  more  control.  Individuals  and  businesses  also  lose  control 
to  the  government.  I  need  not  go  into  the  many  areas  of  our  lives  subject  to 
government  control ;  they  have  been  well  documented.  But  since  we've  been 
exploring  inflation  let  me  point  out  one  fact.  In  every  serious  inflationary  period 
since  AVorld  War  II,  wage  and/or  price  controls  have  been  proposed  or  imiwsed 
for  the  U.S.  economy.  The  current  jargon  for  controls  or  guidelines  is  "incomes 
policy." 

Economist  Roger  Freeman  forcefully  has  cast  the  issue  stating:  "The  basic 
philosophical  and  political  issue  is,  of  course,  personal  freedom.  If  we  define 
personal  freedom  as  the  ability  of  the  individual  to  make  meaningful  choices 
among  known  alternatives,  then  it  follows  that  the  extent  of  his  freedom  depends 
on  the  range  of  decisions  he  can  make  for  himself  and  his  family  in  comparison 
to  those  being  made  for  him.  One  possible  measurement  of  an  individual's  free- 
dom is  the  share  of  his  economic  resources  he  can  allocate  to  his  various  wants 
according  to  his  own  wishes  versus  the  share  the  Government  allots  for  him." 

I  propose  that  we  regain  the  control  of  government  expenditures.  I  propose 
tliat  we  give  hack  to  individuals  and  businesses  the  control  of  their  affairs. 
I  propose  that  we  require  the  Federal  budget  to  be  balanced. 

[S.J.  Res.  55,  94th  Cong.,  1st  sess.] 

A:\rEXDMENT  intended  to  be  proposed  by  Mr.  Curtis  to  S.J.  Res.  5.5,  joint  reso- 
lution proposing  an  amendment  to  the  Constitution  of  the  United  States  relative 
to  the  balancing  of  the  budget,  viz  :  On  page  2,  beginning  with  line  2,  strike  out 
all  through  line  22  on  page  4  and  insert  the  following : 

"Section  1.  In  exercising  its  powers  under  Article  I  of  the  Constitution,  and 
in  particular  its  powers  to  lay  and  collect  taxes,  duties,  imposts,  and  excises  and 
to  enact  laws  making  appropriations,  the  Congress  shall  .seek  to  assure  that  the 
total  outlays  of  the  Government  diiring  any  fiscal  year  do  not  exceed  the  total 
receipts  of  the  Government  during  such  fiscal  year. 

"Sec.  2.  Not  later  than  the  twentieth  day  after  the  close  of  each  fiscal  year,  the 
President  shall — 

"(1)  a.scertain  the  total  receipts  of  the  Government  during  such  fiscal  year, 
not  including  any  receipts  derived  from  the  issuance  of  bonds,  notes,  or 
other  obligations  of  the  United  States,  and  not  including  any  receipts  from 
any  income  tax  surtax  imposed  under  tliis  article  ; 
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"(2)  ascertain  the  total  outlays  of  the  Government  during  such  fiscal  year, 
not  including  any  outlays  for  the  redemption  of  bonds,  notes,  or  other  ob- 
ligations of  the  United  States  :  and 

"(3)  if  the  total  receipts  described  in  paragraph  (1)  are  less  than  the  total 
outlays  described  in  paragraph  (2).  determine  the  percentage  rate  of  income 
tax  surtax,  to  be  imposed  as  provided  in  section  3,  which  is  necessary  to 
provide  an  additional  amount  of  revenue  equal  to  the  amount  by  which  such 
total  receipts  are  less  than  such  total  outlays,  and  transmit  to  the  Congress, 
by  special  message,  the  rate  of  income  tax  surtax  so  determined. 
"Sec.  3.  Subject  to  the  provisions  of  section  4,  an  income  tax  surtax,  at  the 
rate  determined  and  transmitted  by  the  President  under  section  2 — 

"(1)  shall  be  effective  for  the  calendar  year  following  the  close  of  the 
fiscal  year  with  respect  to  which  the  determination  was  made,  or  for  so  much 
of  such  calendar  year  for  which  such  surtax  is  not  suspended  under  section 
4.  and 

"(2)  shall  apply,  as  an  additional  income  tax  for  the  period  for  which  it  is 

in  effect,  with  respect  to  the  income  tax  liability  of  each  taxpayer  which  is 

attributable  to  the  portion  or  portions  of  such  taxpayer's  taxable  year  or 

years  which  fall  within  such  i)eriod. 

The  income  tax  liability  attributable  to  a  portion  of  a  taxable  year  falling  within 

a  period  shall  be  based  upon  the  ratio  of  the  number  of  days  in  the  taxable  year 

within  such  period  to  the  total  number  of  days  in  the  taxable  year. 

"Sec.  4.  In  the  case  of  a  grave  national  emergency  declared  by  Congress  (in- 
cluding a  state  of  war  formally  declared  by  Congress),  the  income  tax  surtax 
which  would  otherwise  be  in  effect  for  a  calendar  year  under  section  3  may  be 
suspended  for  such  year,  or  a  jwrtion  thereof,  by  a  concurrent  resolution,  agreed 
to  by  a  rollcall  vote  of  three-fourths  of  all  the  Members  of  each  House  of  Con- 
gress, with  such  resolution  providing  the  period  of  time,  if  less  than  the  whole 
calendar  year,  during  which  such  surtax  is  to  be  srispended. 

"Sec.  5.  This  article  shall  apply  with  respect  to  the  first  fiscal  year  beginning 
after  the  ratification  of  this  article  and  each  succeeding  fiscal  year. 

"Sec.  6.  The  Congress  shall  have  power  to  enforce  this  article  by  appropriate 
legrislation.". 

Summary  of  Senate  Joint  Resolution  55 

(as  propofied  to  be  modified) 

S..T.  Res.  55  (as  proposed  to  be  modified)  proposes  an  amendment  to  the  Con- 
stitution of  the  United  States  relative  to  the  balancing  of  the  Federal  Budget. 
In  brief,  the  proposed  Constitutional  amendment  would  require  that  budgetary 
deficits  be  offset  by  a  uniform  income  surtax  to  be  levied  with  respect  to  the 
calendar  year  immediately  following  the  fiscal  year  in  which  the  deficit  was 
incurred.  The  rate  of  the  surtax  would  be  calculated  by  the  President  and  the 
surtax  would  be  imposed  automatically  unless  suspended  by  Congress  by  reason 
of  a  grave  national  emergency.  Section  1  of  the  proposed  Constitutional  amend- 
ment requires  that  the  Congi-ess.  in  the  exercise  of  its  legislative  functions,  shall 
make  all  reasonable  efforts  to  balance  the  Federal  budget. 

Section  2  of  the  proposed  Constitutional  amendment  requires  that  the  Presi- 
dent, within  20  days  after  the  close  of  each  fiscal  year,  determine  the  total 
receipts  and  outlays  of  the  Federal  government  for  such  fiscal  year.  For  this 
purpose,  "receipts"  and  "outlays"  are  all  encompassing  and,  specifically,  include 
trust  fund  receipts  and  trust  fund  expenditures.  Except  as  noted  below,  the  only 
receipts  and  outlays  exchided  are  those  from  the  sale  and  redemption  of  debt 
obligation.  However,  interest  paid  with  respect  to  the  public  debt  is  to  be 
regarded  as  an  "outlay"  for  this  purpose.  The  term  "receipts"  also  does  not 
include  revenue  derived  from  any  surtax  imposed  pursuant  to  the  proposed 
Constitutional  amendment. 

If.  for  a  particular  fiscal  year,  oiitlays  exceed  receipts,  then  section  2  of  the 
proposed  Constitutional  amendment  requires  that  the  President  determine  the 
rate  of  income  tax  surtax  necessai-y  to  produce  i-'eceipts  equal  to  the  amount  by 
which  outlays  exceeded  receipts.  Once  the  President  makes  the  foregoing  deter- 
minations, he  is  required  to  submit,  within  the  20-day  period,  the  surtax  rate  to 
the  Congress  by  special  message.  The  proposed  Constitutional  amendment  is  so 
drafted  that  the  income  tax  surtax  would  consist  of  a  single  uniform  surtax  rate 
applicable  to  all  persons  (both  individuals  and  corporations)  having  Federal 
income  tax  liability. 
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Section  3  of  the  proposed  Constitutional  amendment  provides  that  the  income 
tax  surtax,  at  th^  rate  determined  by  the  President,  shall  apply  to  the  calendar 
year  immediately  following  the  fiscal  year  in  which  the  budgetary  deficit  was 
incurred.  In  the  'ca.se  of  taxpayers  not  on  a  calendar  basis,  the  income  tax  surtax 
is  to  apply  to  that  portion  of  the  income  tax  liability  attributable  to  the  portion 
of  the  taxpayer's  fiscal  year  or  years  which  fall  within  the  calendar  year  for 
which  the  income  tax  surtax  is  imposed. 

Section  4  of  the  proposed  Constitutional  amendment  permits  the  Congress, 
under  carefully  circumscribed  standards,  to  suspend  the  income  tax  surtax  for 
all  or  part  of "  the  calendar  year  with  respect  to  which  it  would  otherwise  be 
imposed.  Under  the  proposed  amendment,  suspension  of  the  otherwise  applicable 
income  tax  surtax  requires  a  Congressional  finding  that  a  "grave  national  emer- 
gency" exists.  If  such  a  finding  is  made,  that  the  income  tax  surtax  may  be 
susftended  l)y  a  concurrent  resolution  agreed  to  by  a  roUcall  of  three-fourths  of 
all  of  the  members  of  each  House  of  Congress. 

Section  5  of  the  proposed  Constitutional  amendment  provides  that  the  amend- 
ment shall  apply  with  respect  to  the  first  fiscal  year  beginning  after  ratification 
of  the  amendment. 

Section  6  of  the  proposed  Constitutional  amendment  authorizes  the  enact- 
ment of  appropriate  legislation  to  enforce  the  amendment. 

Senator  Foxg.  Senator  Talmadge 

STATEMENT  OF  HON.  HERMAN  TALMADGE 

Senator  1\\lmadge.  Thank  yon,  Mr.  Chairman,  I,  too,  want  to  join 
my  distino-uishcd  coUeaojne,  Senator  Cnrtis,  in  thanking  yon  and  the 
chairman  of  the  subcommitee,  Senator  Bayh,  for  holding  these 
hearings. 

Mr.  Chairman.  I  appreciate  this  opportnnity  to  testify  in  behalf  of 
mv  proposed  amendment  to  the  Constitution  of  the  ITnited  States  to 
require  a  ]ia1anced  Federal  budget  except  in  time  of  national  emergency 
declared  by  the  Congress. 

I  ^Yant  to  point  out  that  Senator  Curtis'  objective^  and  mv  objective 
are  essentially  the  same;  our  approaches  are  somewhat  different.  I'm 
not  wedded  to  anv  particular  approach,  just  as  long  as  Ave  get  action 
that  will  require  the  Congress  to  balance  our  budget. 

First  of  all,  I  want  to  state  that  I  am  fully  aware  of  the  severity  of 
this  proposal.  It  is  drastic.  It  is  .strong  medicine.  But  I  submit  that 
it  is  the  required  antidote  for  an  ailing  economy  which,  like  a  cancer, 
makes  our  Xation  weaker  and  weaker  every  year. 

Second,  the  intent  of  my  proposed  amendment  is  very  plain.  It 
would  impose  a  strict  discri'pline  on  the  Congress  of  the  United  States 
to  stop  spending  our  Xation  into  chaos. 

I  would  bind  Congress  from  its  own  extravagant  mischief. 
It  would  be  binciing  on  the  administration  and  the  thousands  of 
faceless  bureaucrats  who  play  so  free  and  easy  with  the  taxpayers' 
money. 

It  would  serve  notice  on  the  President  and  departments  or  agencies 
that  when  they  want  some  new  spending  authority,  they  must  send  it 
up  to  the  Hill"  along  with  the  indication  of  how  it  will  be  paid  for— 
in  the  current  fiscal  year. 

Furthermore,  mv  proposed  amendment  would  be  binding  on  the 
people  to  be  prepared  to  pay  for  what  they  demand  and  receive.  Peo- 
ple must  stop  demanding  of  the  Government  more  than  can  be  deliv- 
ered. They  must  be  made  to  realize  that  there  is  no  such  thing  as  a  free 
ride  on  the  larijesse  of  the  Federal  Treasury. 

It  is  the  people's  money  whm  the  Government  takes  it  away  from 
them  in  taxes.  It  is  still'  the  people's  money  when  the  Government 
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spends  it — and  then  squanders  tens  of  billions  of  dollars  more  in 
deficits  each  year — and  then  imposes  a  heavier  bnrden  still  on  the 
workers  of  this  country — either  tlironoh  taxes  that  border  on  outright 
confiscation,  or  through  the  tax  of  inflation. 

There  is  no  tax  more  cruel.  Inflation  ravages  the  wage  earner  and 
robs  him  of  his  labor.  It  devastates  helpless  widows,  tlie  disabled,  aged 
retired  persons,  and  othei-s  in  similar  straits  who  must  live  on  fixed 
incomes.  It  makes  social  security  and  retirement  benefits  a  mockery. 

Moreover,  with  the  proliferation  of  generous,  taxfree  public  assist- 
ance programs,  and  the  inflationary  raid  on  the  paychecks  of  workere, 
welfare  becomes  more  attractive 'and  profitable  in  many  instances 
than  a  job. 

This  no  doubt  will  rankle  many  people  who  have  a  tendency  to 
blame  Congress  and  Government  for  all  the  ills  of  our  country.  But  the 
fact  remains,  and  I  firmly  believe  in  this  principle,  the  people  of  the 
United  States  will  get  the  kind  of  Government  and  as  much  Govern- 
ment as  they  allow. 

When  enough  people  deuiand  that  the  (xovernment  sto]:)  mortgao-ing 
their  children,  and  their  children's  children,  and  stop  threatening  to 
reduce  the  United  States  to  the  twilight  of  a  third-,  or  fourth-rate 
power.  I  am  convinced  there  will  be  a  rapid  turnaround  in  Federal 
spending  policies. 

This  is  not  an  attempt  to  pass  the  buck  to  the  peoi)le.  I  camiot  say 
Congress  is  guilty  of  no  more  than  acquiescing  to  the  pressures  and 
demands  of  the  "electorate  in  devising  spending  programs  that  are 
pleasing  to  the  people,  but  poison  to  the  economic  stability. 

That'is  just  not  so.  We  are  all  to  blame.  Conaress  is  guilty  of  failing 
to  resist  the  siren  song  of  spending  its  wav  to  favor  with  the  American 
people.  Congress  must  accept  responsibility  for  not  only  failing  to 
exert,  leadership  to  curb  the  greedy  spending  appetite,  but  also  for 
feeding  that  appetite. 

We  hear  Federal  deficits  referred  to  as  the  ''Xixon  deficit,"'  or  the 
"Johnson  deficit."  Make  no  mistake  about  it.  whenever  the  U.S.  Gov- 
ernment spends  more  money  than  it  takes  in.  that  is  a  congressional 
deficit.  Congress  has  the  power  to  spend.  It  has  the  power  not  to 
spend. 

It  is  unimportant  whether  deficits  have  l)een  incurred  uncler  Demo- 
cratic or  Repul)lican  Congresses  or  administrations.  What  is  important 
is  that  these  deficits  add  up  to  a  national  debt  of  SGOO  billion.  What  is 
vital  to  the  security  of  our  Nation  is  that  there  seems  to  be  no  end  in 
sight  to  deficit  spending,  unless  Congress  at  long  last  decides  to  take 
the  initiative  and  put  the  issue  before  the  people. 

Tlie  power  of  the  purse  is  so  strong  and  the  spending  habit  so  addic- 
tive that  I  believe  the  only  escape  is  tlirough  a  mandatory  constitu- 
tional restriction.  We  are"  fact  reaching  the  point  where  the  choice 
becomes  narrow  indeed.  I  fear  that  if  the  T^.S.  Government  is  allowed 
to  pursue  its  present  course,  it  eventually  will  be  catastrophic  for  our 
Nation  and  the  rest  of  the  free  world. 

Anyone  who  doubts  the  potential  severity  of  the  situation  need  only 
consicler  the  economic  impotency  of  Great  Britain  and  the  bankruptcy 
of  New  York  Citv.  The  principal  diflerence  between  our  present  plight 
and  tluit  of  Xew'  York  is  that  the  Federal  (lovernment  can  monetize 
the  debt  and  print  more  cash. 
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That  has  been  past  policy  and  practice  to  the  extent  that  the  Amer- 
ican doHar  is  based  on  faith,  not  gold.  And,  that  faith  is  shaky  in 
capitals  throno-hout  the  world. 

It's  time  to  start  facing-  facts.  They  stand  clear,  nnimpeachable,  and 
ominons.  In  assessing  what  got  ns  into  this  mess,  let  me  quote  from  the 
Secretary  of  the  Treasury :  says  ^Nlr.  Simon : 

It  is  clear  to  me  that  we  have  more  government  than  we  need,  more  government 
than  most  people  want,  ami  certainly  more  government  than  we  are  willing  to  pay 
for. 

One  can  go  back  to  the  end  of  World  War  II  to  trace  the  course  of 
deficit  spending,  but  I  Avill  not  burden  the  committee  at  this  time  with 
a  statistical  recitation  of  facts  and  figures  which  are  readily  available, 
and  which  I  know  you  will  get  from  the  staff  and  other  witnesses. 

However,  it  is  instructive  to  take  19(i5  as  a  starting  point.  That's 
wlien  massive  deficit  spending  ^•irtual]y  became  a  fiscal  ^yay  of  life  for 
the  Federal  Government.  We,  of  course,  have  had  multibillion-dollar 
deficits  before,  especially  in  times  of  war,  but  nothing  before  to  equal 
the  runaway  spending  of  the  past  decade. 

That's  wiien  spending  beyond  our  means  really  began  to  gain  mo- 
mentum. That's  when  we  started  a  10-year  economic  slide.  It's  been 
downhill  ever  since.  The  question  now  becomes  one  of  national  securify. 
Are  we  going  to  keep  sliding  uncontrollably  until  we  go  oft'  the  preci- 
pice into  national  bankruptcy  or  worse  t 

We  recall  the  lievenue  Act  "of  lOGI,  when  Congress  enacted  a  $12  Ijil- 
lion  reduction  in  personal  and  corporate  income  taxes.  Along  with  that 
tax  cut  there  was  supposed  to  be  a  Congressional  and  Presidential 
commitment  to  put  a  brake  on  Federal  spending. 

Unfortunately,  we  almost  immediately  went  oft'  in  the  opposite 
direction. 

Congress  ])aid  no  attention  to  the  escalating  cost  of  the  war  in  A^iet- 
nam.  It  blithely  proceeded  to  indulge  the  Nation  in  a  "guns  and  but- 
ter"' economy.  It  was  the  advent  of  the  so-called  ''Great  Society.''  The 
congressional  pastime  of  throwing  money  at  problems  to  make  them 
go  away  become  a  national  sport. 

Since  that  time  we  have  been  plagued  by  deficits  totaling  almost 
$170  billion — and  that's  not  taking  into  account  the  projected  $60  to 
$70  billion  deficit  for  the  current  fiscal  year. 

The  wholesale  price  index  has  leaped  by  more  than  60  percent.  The 
Consumer  Price  Index  has  increased  by  more  than  50  percent.  The  pur- 
chasing power  of  the  dollar  has  fallen  by  more  than  a  third. 

Just  as  rampant  infiation  is  the  oft'spring  of  irresponsible  govern- 
ment spending,  recession  is  spawned  by  inflation.  AVe  see  that  in  opera- 
tion now.  We  see  increased  Federal  spending  now  to  cure  recessionary 
illnesses  brought  about  liy  inflationary  spending  in  the  past  yejir. 

This  new  si)ending  and  the  tax  cuts  will  saddle  Government  with  the 
largest  cleficit  for  fiscal  year  1976  in  the  history  of  our  Republic.  It  may 
temporarily  reverse  recession,  but  it  also  threatens  to  roll  up  another 
wave  of  inflation,  worse  than  ever  before,  which  in  turn  can  sink  us 
into  another  recession. 

According  to  Secretary  Simon.  Government  borrowing  in  this  fiscal 
year  will  total  SO  percent  of  the  <"q)ital  mark(>t.  That  creates  tight 
money,  drives  interest  rates  skyhigh.  denies  private  industry  of  vitally 
needexl  investment  capital,  and  depresses  the  housing  and  automobile 
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industries,  and  virtually  all  private  enterprise  which  is  the  wellspring 
of  our  economy. 

We  have  a  right  to  ask,  the  American  people  have  a  right  to  ask. 
Where  will  it  end?  If  we  do  not  have  the  good  sense  to  learn  from  the 
repeated  mistakes  of  the  past,  then  the  future  of  our  country  is  bleak 
indeed. 

It  is  time  to  install  machinery  in  the  Government  that  will  compel 
balanced  budgets,  unless  an  emergency  declared  by  Congress  dictates 
otherwise.  We  can  reduce  expenditures  to  bring  them  in  line  with 
revenue.  We  can  increase  taxes  to  cover  expenditures.  Or,  we  can 
combine  the  two  approaches. 

Balancing  the  Federal  budget  is  absolutely  essential  if  we  are  to 
continue  as  the  most  powerful,  the  most  wealthy,  and  the  most  gener- 
ous society  and,  in  fact,  if  our  society  is  to  survive  at  all. 

We  cannot  continue  on  our  present  course  of  unrestrained  spending 
and  festering  public  debt.  We  cannot  risk  the  social  disorder  and 
economic  upheaval  that  it  has  inflicted  on  other  nations. 

Mr.  Chairman,  even  if  this  amendment  is  adopted  by  both  Houses 
of  Congress,  it  will  not  become  law  unless  the  people  are  7'eady  to  ac- 
cept such  a  restraint.  I  believe  they  are.  I  believe  the  American  people 
are  ready  to  say  to  Congress  and  their  Government,  "No  more."' 

And  in  that  connection.  JNIr.  Chairman,  I  am  pleased  that  the  South- 
ern Governors'  Conference  meeting  in  Florida  last  week  unanimously 
approved  a  resolution  for  the  end  of  deficit  financing,  and  I  ask  that 
be  inserted  in  the  record  at  this  point. 

Mr.  Chairman,  that  concludes  my  statement. 

Senator  Fong.  Thank  you.  Senator  Talmadge,  for  your  presence 
here  and  your  statement  on  this  subject. 

The  resolution  of  the  Southern  Governors'  Conference  and  a  copy 
of  Senate  Joint  Resolution  9o  will  be  included  in  the  record. 

[The  document  referred  to  is  as  follows :] 

Statement  of  Senator  Herman  E.  Talmadge  of  Georgia 

(Statement  of  U.S.  Senator  Herman  E.  Talmadge  before  the  Judiciary  Commit- 
tee's Subcommittee  on  Con.'Jtitutional  Amendments,  in  supiwrt  of  Senate  .Toint 
Resolution  9.3.  a  proposed  amendment  to  the  Constitution  to  require  a  balanced 
federal  budget,  except  in  cases  of  national  emergency  declared  by  Congress, 
Tuesday,  September  23,  1975) 

Mr.  Chairman.  I  appreciate  this  opportunity  to  testify  in  behalf  of  my  proposed 
amendment  to  the  Constitution  of  the  United  States  to  require  a  ])alanced  federal 
budget,  except  in  times  of  national  emergency  declared  by  the  Congress. 

Fir.st  of  all.  I  want  to  state  that  I  am  fully  aware  of  the  severity  of  this  pro- 
posal. It  is  drastic.  It  is  strong  medicine.  But  I  submit  that  it  is  the  recpiired 
antidote  for  an  ailing  economy  which,  like  a  cancer,  makes  our  nation  weaker 
and  weaker  every  year. 

Secondly,  the  intent  of  my  proposed  amendment  is  very  plain.  It  would  impose 
a  strict  discipline  on  the  Congress  of  the  United  States  to  stop  spending  the 
nation  into  chaos. 

It  would  bind  Congress  from  its  own  extravagant  mischief. 

It  would  be  binding  on  the  Administration  and  the  thousands  of  faceless 
bureauci-nts  who  play  so  free  and  easy  with  the  taxpayers'  money. 

It  would  serve  notice  on  the  President  and  departments  or  agencies  that  when 
they  want  some  new  spending  authority,  they  must  send  it  iip  to  the  Hill  along 
with  an  indication  of  how  it  will  be  paid  for — in  the  current  fiscal  year. 

Furthermore,  my  amendment  would  l)e  binding  on  the  people  to  he  prepared 
to  pay  for  what  they  demand  and  receive.  People  nuist  stop  demanding  of  the 
government  more  than  can  be  delivered.  They  must  be  made  to  realize  that  there 
is  no  such  thing  as  a  free  ride  on  the  largesse  of  the  federal  Treasury. 
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It  is  the  people's  money  when  the  government  takes  it  away  from  them  in 
taxes.  It  is  still  the  people's  money  when  the  government  spends  it  .  .  .  and 
then  squanders  tens  of  billions  of  dollars  more  in  deficits  each  year  .  .  .  and 
then  imposes  a  heavier  burden  still  on  the  workers  of  this  country — either 
through  taxes  that  border  on  outright  confiscation,  or  through  the  tax  of 
inflation. 

There  is  no  tax  more  cruel.  Inflation  ravages  the  wage  earner  and  robs  him 
of  his  labor.  It  devastates  helpless  widows,  the  disabled,  aged  retired  persons, 
and  others  in  similar  straits  who  must  live  on  fixed  incomes.  It  makes  Social 
Sei'urity  and  retirement  benefits  a  mockery. 

Moreover,  with  the  proliferation  of  generous,  tax-free  public  assistance  pro- 
grams, and  the  inflationary  raid  on  the  paychecks  of  workers,  welfare  becomes 
more  attractive  and  profitable  in  many  instances  than  a  job. 

This  no  doubt  will  rankle  many  people  who  have  a  tendency  to  blame  Congress 
and  government  for  all  the  ills  of  our  country.  But  the  fact  remains,  and  I 
firmly  believe  in  this  principle,  the  people  of  the  United  States  will  get  the  kind 
of  government  and  as  much  government  as  they  allow. 

When  enough  people  demand  that  the  government  stop  mortgaging  their 
children,  and  their  children's  children,  and  stop  threatening  to  reduce  the  United 
States  to  the  twilight  of  a  third-  or  fourth-rate  power,  I  am  convinced  there 
will  be  a  rapid  turnaround  in  federal  spending  policies. 

This  is  not  an  attempt  to  pass  the  buck  to  the  people.  I  cannot  say  Congress 
is  guilty  of  no  more  than  acquiescing  to  the  pressures  and  demands  of  the 
electorate  in  devising  spending  programs  that  are  pleasing  to  the  people  but 
lx)ison  to  the  economic  stability. 

That  is  just  not  so.  We  are  all  to  blame.  Congress  is  guilty  of  failing  to 
resist  the  siren  song  of  spending  its  way  to  favor  with  the  American  people. 
Congress  must  accept  responsibility  for  not  only  failing  to  exert  leadership  to 
curb  the  greedy  spending  appetite,  but  also  for  feeding  that  appetite. 

We  hear  federal  deficits  referred  to  as  the  "Nixon  deficit"  or  the  "Johnson 
deficit."  Make  no  mistake  about  it,  whenever  the  United  States'  government 
si>ends  more  money  than  it  takes  in,  that  is  a  Congressional  deficit.  Congress  has 
the  power  to  spend.  It  has  the  power  not  to  spend. 

It  is  unimportant  whether  deficits  have  been  incurred  under  Democratic  or 
Republican  Congresses  or  Administrations.  What  is  important  is  that  these 
deficits  add  up  to  a  national  debt  of  $600  billion.  What  is  vital  to  the  security 
of  our  nation  is  that  there  seems  to  be  no  end  in  sight  to  deficit  spending,  unless 
Congress  at  long  last  decides  to  take  the  initiative  and  put  the  issue  before 
the  people. 

The  people  of  the  purse  is  so  strong  and  the  spending  habit  so  addictive  that 
I  believe  the  only  escape  is  through  a  mandatoiT  Constitutional  restriction.  We 
are  fast  reaching  the  point  where  the  choice  becomes  narrow  indeed.  I  fear 
tliat  if  the  United  States'  government  is  allowed  to  pursue  its  present  course, 
it  eventually  will  be  catastrophic  for  our  nation  and  the  rest  of  the  Free  World. 

Anyone  who  doubts  the  potential  severity  of  the  situation  need  only  consider 
the  economic  impotency  of  Great  Britain  and  the  bankruptcy  of  New  York  City. 
The  principal  difference  between  our  present  plight  and  that  of  New  York  is 
that  the  federal  government  can  monetize  the  debt  and  prime  more  cash. 

That  has  been  past  policy  and  practice  to  the  extent  that  the  American  dollar 
is  based  on  faith,  not  gold.  And,  that  faith  is  shaky  in  capitals  throughout  the 
world. 

It's  time  to  start  facing  facts.  They  stand  clear,  unimpeachable,  and  ominous. 
In  assessing  what  got  us  into  this  mess,  let  me  quote  from  the  Secretary  of  the 
Treasury.  Says  Mr.  Simon  : 

"It  is  clear  to  me  that  we  have  more  government  than  we  need,  more  govern- 
ment than  most  people  want,  and  certainly  more  government  than  we  are  will- 
ing to  pay  for." 

One  can  go  back  to  the  end  of  World  War  II  to  trace  the  course  of  deficit 
spending,  but  I  will  not  burden  the  Committee  at  this  time  with  a  statistical 
recitation  of  facts  and  figures  which  are  readily  available,  and  which  I  know  you 
will  get  from  the  staff  and  other  witnesses. 

However,  it  is  instructive  to  take  1965  as  a  starting  point.  That's  when 
massive  deficit  spending  virtually  became  a  fiscal  way  of  life  for  the  federal 
government.  We  of  conrse  have  had  multi-billion  dollar  deficits  before,  especially 
in  times  of  war,  but  nothing  before  to  equal  tlie  runaway  spending  of  the  past 
decade. 
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That's  when  spending  beyond  our  means  really  began  to  gain  momentnni. 
That" s  when  we  started  a  10-year  economic  slide.  It's  been  downhill  ever  since. 
The  (luestion  now  becomes  one  of  national  secnrity.  Are  we  going  to  keep  sliding 
uncontrollably  until  we  go  off  the  precipice  into  national  bankruptcy  or  worse  "> 

We  recall  the  Revenue  Act  of  19(>4,  when  Congress  enacted  a  $12  billion  reduc- 
tion in  personal  and  corporate  income  taxes.  Along  with  that  tax  cut  there  was 
supposed  to  be  a  Congressional  and  Presidential  commitment  to  put  a  brake  on 
fetleral  spending. 

Unfortunately,  we  almost  immediately  went  olf  in  the  opposite  direction. 

Congress  paid  no  attention  to  the  escalating  cost  of  the  war  in  Vietnam.  It 
blithely  proceeded  to  indulge  the  nation  in  a  "guns  and  butter"'  economy.  It  was 
the  advent  of  the  so-called  "Great  Society."  The  Congressional  pastime  of  throw- 
ing money  at  problems  to  make  them  go  away  became  a  national  sport. 

Since  that  time  we  have  been  plagued  by  deficits  totaling  almost  .$170  billion — 
and  that's  not  taking  into  account  the  projected  $60  or  $70  billion  deficit  for  the 
current  fiscal  year. 

The  wholesale  price  index  has  leaped  by  more  than  60  per  cent.  The  consumer 
price  index  has  increased  by  more  than  50  per  cent.  The  purchasing  power  of  the 
dollar  has  fallen  by  more  than  a  third. 

Just  as  rampant  infiation  is  the  off.spring  of  irresponsible  government  spending, 
recession  is  spawned  by  infiation.  We  see  that  in  operation  now.  We  see  increased 
federal  spending  now  to  cure  recessionary  illnesses  brought  about  by  inflationary 
spending  in  the  past  year. 

This  new  spending  and  the  tax  cuts  will  saddle  government  with  the  largest 
deficit  for  FY  1976  in  the  history  of  our  Republic.  It  may  temporarily  reverse 
recession.  But  it  also  threatens  to  roll  up  another  wave  of  inflation,  worse  than 
ever  before,  which  in  turn  can  sink  us  into  another  recession. 

According  to  Secretary  Simon,  government  borrowing  in  this  fiscal  year  will 
total  SO  per  cent  of  the  capital  market.  That  creates  tight  money,  drives  interest 
rates  sky-high,  denies  private  industry  of  vita'ly  needed  investment  capital,  and 
depresses  the  housing  and  automol)ile  industries  and  virtually  all  private  enter- 
prise which  is  the  v.-ellspring  of  our  economy. 

We  have  a  right  to  ask,  the  American  people  have  a  right  to  ask.  where  will  it 
end?  If  we  do  not  have  the  good  sense  to  learn  from  the  repeated  mistakes  of  the 
past,  then  the  future  of  our  country  is  bleak  indeed. 

It  is  time  to  install  machinery  in  the  government  that  will  compel  balanced 
budgets,  unless  an  emergency  declared  by  Congress  dictates  otherwise.  We  can 
reduce  expenditures  to  bring  them  in  line  with  revenue.  We  can  increase  taxes 
to  Cover  expenditures.  Or  we  can  coml)ine  tlie  two  approaches. 

Balancing  the  federal  budget  is  absolutely  essential  if  we  are  to  continue  as  the 
m<^fst  powerful,  the  most  wealthy,  and  the  most  generous  society  and,  in  fact,  if 
our  society  is  to  survive  at  all. 

We  cannot  continue  on  our  present  course  of  unrestrained  spending  and  fester- 
ing public  debt.  We  cannot  risk  the  social  disorder  and  economic  upheaval  that  it 
has  inflicted  on  other  nations. 

Mr.  Chairman,  even  if  this  amendment  is  adopted  l)y  l>oth  Houses  of  Congress, 
it  will  not  become  law  unless  the  people  are  ready  to  accept  such  a  restraint. 

I  believe  they  are. 

I  believe  the  American  people  are  ready  to  say  to  Congress  and  their  govern- 
ment :  no  more. 


Resolutiox  of  Feder.vl  Fiscal  Ixtegrity — As  Adopted 

The  southern  Governors  express  unified  and  deep  concern  over  the  adverse 
ecfmomic  impact  of  both  the  ever-growing  size  of  the  Federal  Budget  and  this 
nation's  chronic  pattern  of  deficit  spending. 
It  has  become  increasingly  clear  to  all  that : 

First  .  .  .  lai-ge.  growing,  and  continual  deficits  not  only  encourage  in- 
flation. l)iit  are  one  of  the  major  causes  of  inflation. 

Second  .  .  .  due  to  the  very  size  of  Federal  government  spending,  there  are 
insufficient  capital  resources  i-emaining  in  the  private  sector  to  insure  crea- 
tion of  an  adequate  number  of  jobs  and  increase  the  productive  capacity  of 
our  nation. 
We  endorse  the  concept  of  a   federal  constitutional  amendment  recpiiring  a 
balancing  of  the  federal  budget  within  a  specific  multi-year  period.  pro\-iding  for 
a  temporary  .suspension  during  war  or  national  economic  emergency,  with  such 
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temporary  deficit  to  be  repaid  within  a  period  of  20  years,  and  providing  for  the 
granting  of  standing  to  any  state  to  bi'ing  suit  to  secure  compliance  with  the 
amendment. 

We  also  recognize  that  the  states  must  bear  part  of  the  responsibility  for  creat- 
ing pressures  resulting  in  excessive  federal  si>ending,  and  we  pledge  our  best 
efforts  to  support  the  spirit  of  this  amendment  by  restraining  our  own  demands 
for  federal  si^ending. 

[From  the  Congressional  Record,  Oct.  21,  1975] 

Hearings  Before  the  Subcommittee  on  Constitutional  Amendments  of  the 
Senate  Judiciary  Committee  on  Senate  Resolutions  Proposed  a  Constitu- 
tional Amendment  to  Require  a  Balanced  Federal  Budget 

Mr.  Thurmond.  Mr.  President,  on  October  7,  T  had  the  pleasure  of  chairing 
heai'ings  before  the  Subcommittee  on  Constitutional  Amendments  on  Senate  Joint 
Resolution  55  and  Senate  Joint  Resolution  93,  resolutions  proposing  a  con- 
stitutional amendment  to  require  a  balanced  Federal  budget.  The  testimony  given 
befox-e  the  committee  was  very  impressive,  and  it  was  supportive  of  my  con- 
viction that  Congress  needs  to  take  action  now  to  put  the  Federal  Government 
on  a  pay  as  you  go  basis  before  it  is  too  late. 

Members  of  Congress  who  have  persisted  in  establishing  massive  Federal  pro- 
grams without  regard  to  their  cost  must  accept  responsibilty  for  putting  our  Na- 
tion so  deeply  in  debt.  The  attitude  that  has  prevailed  in  Congress  in  recent  years, 
that  problems  can  be  solved  if  enough  money  is  spent  on  them,  has  put  this  Na- 
tion on  the  verge  of  bankruptcy.  We  cannot  spend  our  way  into  Utopia.  Our  cit- 
izens are  demanding  a  reassessment  of  this  approach. 

A  constitutional  amendment  requiring  a  balanced  budget  will  provide  a  means 
to  restore  stalnlity  and  strength  to  our  Nation's  economy.  I  think  it  appropriate 
as  we  approach  our  Bicentennial  year  of  1976  that  we  establish  as  a  national  goal 
a  balanced  Federal  budget  by  at  least  1980.  We  can  and  must  deal  with  the  fiscal 
irresponsibility  that  has  plagued  our  great  Nation  in  recent  years. 

Mr.  President,  in  order  that  my  colleagues  may  share  some  of  the  excellent 
testimony  the  Subcommittee  on  Constitutional  Amendments  received  on  these 
proposed  constitutional  amendments,  I  shall  ask  unanimous  consent  that  a  num- 
ber of  the  statements  made  by  witnesses  appearing  before  the  subcommittee  be 
printetl  in  their  entirety  in  the  Record. 

The  first  statement  is  that  of  Roger  A.  Freeman,  Senior  Fellow  Emeritus, 
Hoover  Institution  on  War,  Revolution  and  Peace.  Stanford  University.  I  might 
draw  attention  to  Mr.  Freeman's  chart  comparing  Federal  expenditures  in  1952 
with  those  on  1972.  The  figures  in  the  chart  point  out  a  fact  to  which  I  have  re- 
ferred on  the  floor  of  the  Senate  on  many  occassion.s — that  increased  Federal 
spending  and  deficits  have  resulted,  not  from  military  expenditures,  but  from 
massive  social  programs.  Expenditures  for  domestic  services,  which  include 
health,  education,  and  welfare,  increased  a  whopping  962  percent  from  1952  to 
1972.  National  defense  exi>enditures  for  the  same  period  increased  only  68  percent. 

Mr.  E.  J.  Faulkner,  president  of  Woodmen  Accident  and  Life  Company,  Lin- 
coln, Nebr.,  also  made  a  fine  statement. 

I  am  especially  pleased  and  proud  of  the  most  impressive  testimony  given 
by  the  Honorable  Grady  L.  Patterson,  Jr.,  treasurer  of  the  State  of  South  Caro- 
lina before  the  subcommittee.  My  home  State  of  Carolina  has  a  constitutional 
provision  requiring  a  balanced  budget  on  the  State  government  level.  In  my 
opinion,  this  provision  has  been  primarily  responsible  for  the  State's  triple 
AAA  bond  rating,  distinction  shared  only  by  12  States.  Mr.  Patterson  was  ac- 
companied by  a  group  of  distinguished  leaders  from  my  State  representing  a 
variety  of  occupations  and  professions  who  submitted  statements  for  the  record 
These  gentlemen  were  Mr.  Edgar  L.  McGowan,  Commissioner  of  Labor  for  the 
State  of  South  Carolina :  Mr.  W.  W.  Johnson,  president  of  Bankers  Trust  of 
South  Carolina  and  Mr.  Ben  R.  Morris,  co-publisher  of  the  State  and  the  Col- 
umbm  Record  newspapers,  Columbia,  S.C,  both  representing  the  Palmetto  Busi- 
ness Forum;  and  Dr.  Neal  Thigpen,  chairman  of  the  Department  of  Political 
Science.  Francis  Marion  College,  Florence,  S.C. 

Mr.  President,  I  ask  unanimous  consent  that  the  statements  referred  to  be 
printed  in  the  Record. 

There  being  no  objection,  the  statements  were  ordered  to  be  printed  in  the 
Record,  as  follows : 

61-823—76 3 
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Statement  of  Roger  A.  Freeman  on  Balancing  the  Budget,  October  7, 1975 

(Note. — Any  opinions  I  may  express  are  my  own  and  should  not  be  attributed 
to  any  organization  with  which  I  am  or  was  connected.) 

Many  years  ago  the  citizens  of  most  states  placed  strict  constitutional  restric- 
tions on  the  ability  of  their  elected  officials— governors  and  legislators — to  incur 
debt  on  behalf  of  their  states.  As  a  rule  now,  the  state's  credit  can  be  committed 
only  with  the  approval  of  the  people  themselves,  voting  at  a  general  or  special 
election  on  a  specific  proposal  to  issue  bonds.  This  has  subjected  state  borrowing 
to  a  close  scrutiny  by  the  taxpayers  and  has  restrained  it.  But  it  has  not  pre- 
vented it  nor  crippled  state  fiscal  capacity.  To  wit:  state  indebtedness  has 
grown  by  $36  billion  over  the  past  ten  years. 

Federal  indebtedness  will  at  the  end  of  the  current  fiscal  year  total  nearly 
$300  billion  more  than  it  did  ten  years  earlier.  This  was  possible  only  because 
there  are  at  this  time  no  constitutional  limitations  on  the  incurrence  of  debt 
by  the  Federal  Government.  Does  the  extraordinary  and  unprecedented  jump  at 
the  Federal  level,  compared  with  only  a  moderate  rise  at  the  state  level,  not 
suggest  that  may  be  the  American  people  put  the  muzzle  on  the  wrong  dog?  Does 
it  not  further  suggest  that  the  time  may  have  come  to  fashion  a  muzzle  for  the 
dog  who  seems  to  need  such  restraint?  The  question  now  is,  if  you  pardon  the 
mixed  mataphors  and  species,  how  to  bell  the  cat. 

Some  close  observers  have  expressed  the  fear  that  a  continuation  of  current 
trends  in  the  public  debt  may  lead  to  Federal  bankruptcy.  But,  there  is  really 
no  reason  to  be  afraid.  The  Federal  Government  cannot  go  bankrupt  because 
it  can  always  print  all  the  money  it  neetls  to  meet  its  obligations  and  repay  its 
creditors  in  dollars  that  are  worth  but  a  fraction  of  the  dollars  it  borrowed  many 
years  before.  Some  may  take  a  dim  view  of  such  a  method  to  defraud  those  who 
entrusted  their  savings  to  the  Federal  Government.  Others  will  regard  this  as 
clever  money  management. 

What  is  to  be  feared  is  not  Federal  bankruptcy  but  run-away  inflation.  Ever- 
expanding  deficit  spending  and  enlarged  money  supply  are  bound  to  produce 
inflation — as  they  have  done  countless  times  in  a  devastating  manner  over  the 
past  one  thousand  years — from  China  to  Latin  America,  from  Persia  to  France 
and  Germany.  And  when  the  money  lost  most  or  all  of  its  value,  runaway  infla- 
tion often  not  only  ruined  a  country  economically  but  led  to  social  unrest,  vio- 
lent upheaval,  revolution  and  even  destruction  of  the  society.  More  than  any 
other  single  factor  it  was  the  German  super-inflation  of  the  i920s  which  )n-oke 
the  middle  class  and  killed  its  belief  in  the  justice  of  the  existing  social  order 
that  brought  Hilter  to  power. 

Inflation  is  not  that  rapid  in  the  United  States— at  least  not  yet.  But  it's 
progressive  like  pregnancy — there  is  just  no  such  thing  as  a  "little"  pregnancy. 
The  Consumers  Price  Index  rose  19  percent  between  1955  and  1965  but  jumped 
70  percent  between  1965  and  1975.  At  that  rate,  a  dollar  saved  today  will  lose 
93  cents  over  the  next  fifty  years.  Which  young  person  would  want  to  save  a 
dollar  to  get  7  cents  back  in  his  later  years? 

The  danger  of  run-away  inflation  in  the  United  States  was  widely  regarded 
to  be  minimal  or  nonexistent  during  the  late  1950s  and  early  1960s  when  annual 
price  rises  averaged  between  one  and  two  percent  a  vear.  Thus  proposals  in 
those  years  to  restrict  the  Federal  debt— advanced  bv'the  sponsor  of  the  cur- 
rently pending  SJR  .55  Senator  Carl  T.  Curtis,  with'  Senators  Stvles  Bridges 
Harry  F.  Byrd  and  others— did  not  gain  sufficiently  broad  support  and  failed  of 
adoption.  The  doubling  of  the  Federal  debt  in  recent  vears  has  revived  the  i^^ue 
and  made  it  more  pertinent  and  urgent  than  ever.  No  one  has  belittled  infla- 
tion 111  recent  years  or  derided  it  as  an  imaginary,  remote  or  minor  danger 

But  some  of  my  fellow  economists  have  been  and  still  are  savinsr  that 
budgetary  deficits  and  growth  in  the  Federal  debt  are  not  respon.sible  for  inflation 
and  are  really  nothing  to  worry  about.  Some  even  assert  tliat  current  deficits 
are  not  big  enough  to  deal  eff'eetively  with  lagging  economic  growth  and  cure 
unemployment.  Some  of  the  facts  tliey  cite  are:  the  Federal"  debt  has  grown 
more  slowly  than  tlie  Gross  National  Product  (GNP).  It  has  declined  as  a 
percentage  of  GNP  from  49.4%  in  1965  to  38.0%    (estimated)    at  the  encW.f 


31 

There  are  so  many  things  wrong  with  these  statements  that  it  would  take 
sizeable  article  to  disprove  tliem.  The  most  important:  the  figure  commonly 
shown  as  Federal  debt  is  only  the  debt  subject  to  the  so-called  debt  ceiling 
whicli  excludes  huge  obligations  of  the  Federal  Government.  The  "independenf 
debt  of  Federal  agencies  (Export-Import  Bank,  TVA,  etc.)  totals  over  $11  bil- 
lion, the  debt  of  Government-sponsored  enterprises  (FNMA,  Farm  Credit  Ad- 
ministration, Federal  Home  Loan  Bank  Board,  etc.)  another  $88  billion,  loans 
guaranteed  by  the  Federal  Government  (FHA,  Veterans  Administration,  Farmers 
Home  Administration,  GNMA,  etc.)  $237  billion.  But  by  far  the  biggest  un- 
funded liabilities  of  the  Federal  (jJovernment  are  for  Social  Security  and  (^ivil 
Service  and  Railroad  retirement,  veterans'  pensions,  etc.  which  are  estimated 
to  total  over  $3  trillion. 

Counting  all  Federal  commitments,  the  Federal  debt  is  substantially  higher 
than  the  private  debt  and  has  grown  faster.  What  is  particularly  significaut : 
it  was  the  expansion  of  the  Federal  debt  and  resulting  inflation  which  are  largely 
responsible  for  the  steep  growth  in  the  private  debt  in  recent  years. 

Some  of  my  fellow  economists  will  tell  you  that  Federal  deficits  may  have 
an  inflationary  impact  during  periods  of  rapid  economic  expansion  when  there 
may  be  a  strain  on  available  resources  but  that  they  are  decidedly  noninfla- 
tionary  at  times  when  the  national  economy  is  running  substantially  l)elow' 
capacity  and  unemployment  is  high.  That  in  fact,  they  say,  is  a  time  when 
large  deficits  are  needed  to  compensate  for  the  lag  in  the  private  economy 
and  to  "prime  the  pump." 

The  theory  of  compensatory  fiscal  policy  of  the  government  "leaning  against  the 
wind''  was  developed  in  the  1930s  and  reached  its  widest  acceptance  in  the  post- 
war period.  The  Government  should  balance  the  economy  not  its  budget. 
The  trouble  is  that  in  actual  practice  the  fiscal  policy  of  fine-tuning  turned  out 
to  possess  only  a  one-way  flexibility  :  liuge  deficits  at  times  of  economic  slack  but 
no  surpluses  during  periods  of  rapid  growth.  The  past  fifteen  years  include 
fourteen  years  with  a  deficit,  only  one,  due  to  special  circumstances,  with  a 
surplus. 

A  new  theory  was  developed  a  few  years  ago :  that  the  budget  should  be 
balanced  only  on  the  assumption  of  full  employment.  This  was  called  a  more 
sophisticated  fiscal  policy  than  actual  budget'  balance.  In  truth,  it  is  pure 
sophistry,  an  alibi  attempting  to  rationalize  budgetary  deficits  in  a  pseudo- 
scientific  way  and  make  them  respectable,  a  magician's  trick  to  have  deficits 
disappear  from  vision,  "Now  you  see  them,  now  you  don't." 

Congress  can  make  or  repeal  all  laws.  But  it  cannot  repeal  the  law  of  supply 
and  demand.  When  Congress  tried,  the  "invisible  hand"  reached  out  and  dealt 
tlie  economy  a  devastating  blow. 

Despite  far  fetched  theories  the  huge  Federal  deficits  of  the  late  1900s  and  of 
the  1970s  were  followed  I)y  rapid  inflation.  Then  the  search  Isegan  for  convenient 
scapegoats,  the  venal  greed  of  big  coi-porations  and  big  lal)or.  drought  and  floods, 
the  Arab  oil  shield  and  other  cartels  and  many  others.  Some  of  these  factors 
UTidoubtedly  have  contributed  to  inflation.  Labor's  alsility— with  governmental 
support— to  exact  wage  boosts  in  excess  of  productivitvgrov.-th.  wiiich  raised 
labor's  share  from  67.8  percent  in  1975  (flrst  lialf )  have  pushed  up  costs  and 
prices — besides  driving  unemployment  to  higlier  levels. 

Contrary  claims  notwithstanding,  liiglier  profits  have  not  contributed  to 
inflation— as  is  evident  from  the  fact  that  proprietor's'  and  corporate  profits 
dropped  from  26.7  percent  of  National  Income  in  19."..5  to  l.'j.S  nercent  in  1975 
(flrst  half).  Profits  have  fallen  to  a  level  that  is  much  too  low  to  attract  needed 
capital.  This— in  conjunction  with  a  perverse  tax  policy  which  favors  consump- 
tion and  penalized  capital  formation— has  resulted  in  a  far  lower  rate  of  Invest- 
ment in  the  United  States  than  in  other  industrial  nations.  Because  job  creation 

requires  huge  industrial   investments— $25,000   to   $50,000  per  jol»   and   more 

which  at  current  profit  levels  are  simply  not  available  in  sufficient  mngnitude 
uiu'inployment  climbed  and  is  considerably  higher'  in  the  United  States  than 
in  other  Western  nations. 

By  its  huge  claims  for  money,  government  has  not  only  driven  up  the  interest 
rates  but  increasingly  "crowded  out"  private  demands  on  the  capital  markets  in 
recent  years.  The  Treasury  Department's  Bureau  of  Delit  Analvsis  released  some 
figures  earlier  this  year  according  to  which  the  Federal  Government  accounts  for 
08  percent  of  the  capital  markets  in  the  current  fiscal  year',  compared  with  a 
mere  20  percent  in  the  fiscal  years  1955-50.  All  government  borrowing  (Federal 
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State,  local)  will  account  for  80  percent  of  the  capital  markets  in  FY  1976.  This 
does  not  necessarily  mean  that  the  Federal  Govei-nment  will  actually  take  68 
percent  of  the  available  funds  and  private  borrowers  get  only  20  percent.  More 
likely,  the  Federal  Government  will  cover  a  substantial  part  of  its  deficits 
by  monetizing  it,  that  is  by  financing  it  through  the  Federal  Reserve  System 
and  expanding  the  money  supply. 

Testifying  before  the  House  Budget  Committee  on  September  29, 1975,  Treasury 
Secretary  Simons  suggestetl  that  his  warning  issued  earlier  in  the  year  had 
been  born  and  has  now  become  a  reality :  unprecedented  government  borrowing 
is  drawing  away  funds  for  housing  and  business  investment  thus  weakening  the 
economic  system.  Treasury  note  sales  in  September  1975  produced  an  interest 
rate  of  8.44%,  a  much  higher  return  than  bajilvs  or  savings  institutions  can  offer. 
"With  a  budget  deficit  well  over  $70  billion  in  FY  1976  and  estimated  to  run 
'between  $35  and  $50  billion  in  FY  1977  prospects  for  a  easing  of  pressures  are 
bleak. 

Corporations  of  course  also  seek  to  borrow  funds  in  the  market,  in  competition 
with  government.  Because  our  laws  tax  profits  in  the  form  of  dividends  twice 
but  permit  the  deduction  of  interest  costs,  there  has  long  been  a  tendency  toward 
debt  financing  l)y  corporations  and  away  from  equity  financing — a  trend  that  is 
strengthened  by  a  profits  squeeze  and  the  consequently  depressed  stock  market. 

It  is  small  wonder  that  in  the  squeeze  between  a  tight  capital  market,  higher 
costs  and  a  punitive  tax  policy,  private  industry  which  produces  almost  all  of 
the  goods  and  service  consumed  by  the  American  people  or  exported,  provides 
most  of  tlie  jobs  and  is  expected  to  supply  more  job  opportunities  for  our  still 
growing  population,  is  unable  to  create  enough  job  openings.  Thus  high  un- 
employment by  government  spending  and  deficits  is  simply  adding  fuel  to  the 
fire  of  inflation  and,  in  the  long  run  self-defeating.  Thus  we  can  "enjoy"  inflation 
plus  unemployment,  now  termed  "stagflation". 

Attempts  to  control  inflation  by  wage  and  price  controls  were  found  to  have  a 
shortlived  effect.  Such  controls  can  only  be  temporarily  effective  in  supplementing 
sound  fiscal-monetary  policies.  They  cannot  substitute  for  them.  History  supplies 
innumerable  examples  of  rulers  who  tried  to  suppress  the  results  of  their  own 
expensive  policies  by  imposing  price  controls.  From  Assyria's  Hammurabi  nearly 
four  thousand  years  ago  to  Diocletian's  edit  more  than  two  thousand  years  later 
and  to  numerous  more  recent  control  efforts,  they  have,  despite  even  the  most 
draconic  sanctions  never  been  more  than  a  short-lived  experiment  which  tliough 
sincerely  begim  soon  led  to  the  disappearance  of  desired  goods,  severe  shortages, 
black  markets,  in  some  cases  rationing,  but  almost  always  to  economic  stagnation 
and  distress. 

When  government  points  in  various  directions  in  trying  to  identify  and  blame 
a  culprit  for  infiation  it  acts  like  a  pickpocket  who  running  away  from  the 
crowd,  points  ahead  and  shouts :  "Hold  the  Thief".  The  fact  remains  that  only 
government  can  create  infiation  and  only  government  can  stop  it  by  keeping 
budgets  and  money  supply  under  control.  Inflation  is  largely  the  result  of 
monetized  budget  deficits  and  cannot  be  arrested  without  correcting  the  imder- 
lying  evil :  budgetary  deficits. 

Why  has  inflation  proven  to  be  so  impervious  to  all  attempts  to  stop  it§  Five 
years  ago  I  tried  to  explain  the  reasons  and  with  your  permission  I  would  like 
to  quote  what  I  said  on  that  occasion  (from  the  Congressional  Record,  March  2, 
1970,  pp.  E1485-88  "Why  Don't  They  Stop  Inflation?")  : 

If  we  conducted  an  opinion  poll  among  a  representative  cross  section  of  the 
American  people,  asking  what  their  leading  grievance  is  in  the  domestic  policy 
area,  we  would  today  in  most  places  get  the  answer  :  soaring  prices. 

In  letters  to  editors,  in  radio  and  TV  interviews  and  on  many  other  occasions, 
people  keep  asking,  "Why  don't  they  stop  inflation?".  "They"  of  course  meaning 
the  government.  In  a  rare  display  of  consensus,  members  of  Congress  of  both 
political  parties  have  been  condemning  inflation  in  vivid  tones  and  demanding 
that  it  be  ended  forthwith.  With  everybody  seemingly  opposed  to  it.  we  may  well 
wonder  "Why  don't  they  stop  inflation?"  Is  there  a  sinister  and  clandestine 
lobby  at  work  which  keeps  frustrating  the  will  of  the  people? 

It  reminds  me  somewhat  of  the  psychiatrist  who  when  examining  his  patient 
inquired  :  "Are  you  troubled  by  improper  thoughts?"  to  which  the  patient  cheer- 
fully replied :  "No,  I  am  not.  Frankly  speaking  doctor,  I  rather  enjoy  them." 

The  fact  is  that  most  people  enjoy  their"  share  of  inflation,  that  is  their  in- 
dividual slice  of  the  expanded  money  supply  in  the  form  an  income,  whether 
-from  wages  or  from  independent  activity,  that  grows  faster  than  their  pro- 
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dnctivity.  What  they  don't  like  is  the  consequences  of  inflation,  which  is  higher 
prices.  It  is  not  the  overeating  or  drinking  that  we  dislike — it  is  the  hangover, 
the  indigestion,  the  obesity  we  fear,  bnt  too  often  feai"  not  enough  to  abstain 
from  drinking  or  overeating.  This  looks  like  a  case  of  being  able  to  resist 
everything  save  temptation. 

It  is  a  natural  and  understandable  tendency  for  people  to  offset  the  impact 
of  higher  prices  by  boosting  their  income  and,  allieit  grudgingly  spending  more- 
money  instead  of  reducing  theii*  demands.  It  is  as  if  at  a  football  game  we  were 
not  seeing  well  enough  over  the  heads  of  the  people  in  front  of  us  and  decided 
to  stand  up.  We'll  see  better — temporarily.  When  the  other  people  also  stand  up, 
as  most  likely  they  will,  we  and  everybody  else  will  see  no  better  than  we  did  be- 
fore. More  likely,  we'll  see  less.  If  we  then  sit  down,  we'll  see  nothing.  But  how 
do  we  persuade" the  other  i>eople  to  sit  down,  too,  so  that  we  all  can  see  at  least 
something,  in  comfort?  As  so  often  it  is  much  easier  to  get  into  trouble,  than  to 
get  out  of  it,  because  few  ai'e  eager  to  make  the  sacrifice  of  being  the  first  to 
give  in.  How  can  we,  in  a  free  society,  get  concerted  action  by  having  all  sit 
down  at  the  same  time? 

FEDERAL  EXPENDITURES  1952  AND  1972 


Expenditures  Expenditures  as  a 

(in  millions)  Peicent     percentage  of  GNP 

increase 


1952  1972  1952-72  1952  1972 


Total  expenditures -  $71,045  $244,576  244  20.6  21.1 

National  defense 46,745  78,722  68  13.5  6.8 

Domestic  services 12,324  130,920  962  3.6  11.3 

Education 323  6,551  1,928  .1  .6 

Welfare  5,161  77,731  1,406  1.5  6.7 

Health.:::::::::::::::::::::::::::-:-:-.: 431  14,492  3,262  .1  1.3 

other  domestic  services 6,409  32,146  402  1.9  2.7 

Interest  and  other- 11,976  34,934  191  3.5  3.0 


Population  of  the  United  States  (thousands) 157,553      208,842  33 

GNP  (in  billions) $345.5    $1,155.2  234 

Consumer  price  index  (1967  equals  100) 79.5         125.3  58 


Source:  National  income  and  products  accounts  of  the  U.S.  Survey  of  Current  Business,  Department  of  Commerce. 

When  I  made  those  statements  I  was  serving  as  a  Special  Assistant  to  the 
President  and  had  to  be  moi-e  circumspect  in  my  iitterances  than  I  can  be  now. 
after  returning  to  an  environment  where  I  enjoy  academic  freedom.  Moreover,  I 
have  observed  developments  closely  in  the  past  five  years  and  learned  a  great 
deal.  A  main  factor  that  keeps  Federal  deficit  spending  and  therefore  inflation 
at  a  high  level  is  the  far  better  organization  and  political  effectiveness  of  the 
forces  that  are  committed  to  and  pressing  for  increased  Federal  spending,  com- 
pared to  the  feeble  efforts  and  relative  impotency  of  the  groups  which  favor 
budgetary  restraint. 

A  few  months  ago  the  Hoover  Institution  published  a  book  on  which  I  had 
been  working  for  several  years :  "The  Growth  of  American  Government :  A 
Morphology  of  the  Welfare  State."  In  that  book  I  described  the  expansion  of 
governmental  activities  in  the  United  States  in  terms  of  public  employment  and 
finances  over  the  20-year  period  1952  to  1972.  I  would  like  to  summarize  here 
some  of  my  findings  as  they  appear  in  the  cited  book. 

Federal  expenditures  multiplied  three  and  a  half  times  between  1952  and  1972. 
from  $71.0  billion  to  $244.6  billion.  That  just  about  paralleletl  the  growth  of  Mie 
national  economy.  As  a  percentage  of  GNP,  federal  exi^enditures  grew  from  2<./  "'■-• 
to  21.1%. 

The  significant  change  that  took  place  over  that  20-year  period  was  not  so  miu  ii 
in  the  overall  total  of  Federal  spending  but  in  its  composition.  Outlays  for 
National  Defense  dropped  from  13.5  percent  of  GNP  to  6.8  percent— or  about 
half  their  former  size.  They  may  be  estimated  below  6  percent  of  GNP  in  the 
current  fiscal  year.  Spending  for  domestic  purposes  simultaneously  jumpe<l  from 
$12.3  billion  to  $130.9  billion  ;  as  a  percentage  of  GNP  they  went  from  3.6  percent 
to  11.3  percent.  They  may  be  estimated  at  14  percent  in  FY  1976. 

To  put  this  in  clear  perspective  :  it  took  163  years,  from  17S9  to  1952  for  Federal 
expenditures  for  domestic  purix)ses  to  reach  a  level  of  $12  billion.  In  the  succeed- 
ing twenty  years  they  multiplied  more  than  tenfold,  from  $12  billion  to  $131  bil- 


34 

lion.  In  other  words,  in  tliose  two  decades  Federal  spending  increased  every  two 
years  by  as  much  as  the  total  growth  in  the  precwling  163  years.  Even  with 
a  correction  for  the  lower  value  of  the  dollar  tliis  still  is  probably  the  most 
spectacular  and  most  significant  change  in  governmental  finances  and  in  the 
nature  and  concept  of  American  government  in  the  twentieth  century. 

By  far  the  sharpest  increases  occurred  in  health,  education,  and  welfare: 

The  ominous  fact  in  terms  of  future  trends  is  that  in  the  three  fields  wliich 
experienced  by  far  the  steepest  increase  in  the  cited  20-year  period,  there  is 
strong  pressure  for  even  greater  expansion.  Spending  for  health,  education  and 
welfare  by  all  governments  (Federal,  state,  local)  grew  S!33  percent  between 
1952  and  1972  while  the  aggregate  of  all  other  public  expenditures  increased  only 
164  percent,  which  is  less  than  the  simultaneous  growth  of  the  national  economy. 
Although  evidence  is  at  best  spotty  abovit  i>ositive  results  from  new  or  expanded 
Federal  programs  in  the  social  welfare  fields  there  is  now  enormous  pressure 
for  vast  new  Federal  programs  of  that  type.  A  national  health  progi-am  has  been 
pending  for  years,  enjoys  broad  support  and  could  be  enacted  within  the  next 
few  years  at  an  annual  cost  of  several  dozens  of  billions  of  dollars,  with  a 
tendency  for  continued  sharp  increases  judging  by  the  experience  of  countries 
which  operate  such  programs. 

Guaranteed  annual  income  has  been  proposed  and  came  close  to  enactment 
in  1971  and  1972.  It  is  now  again  being  advanced  by  powerful  forces  and  would, 
if  approved,  add  many  billions  to  the  annual  welfare  budget.  Federal  aid  to 
education  at  the  common  school  as  well  as  the  college  level  has  been  pushed  I)y 
strong  national  organizations  for  well  over  a  hundred  years  and  same  close 
to  realization  on  several  occasions.  With  total  ex])enditures  for  education  in  the 
United  States  now  exceeding  $100  Iiillion  a  year,  the  activation  of  such  programs 
could  add  enormous  sums  to  the  Federal  Budget.  Numerous  other  proposals  are 
being  pushed  by  potent  forces — for  ur)ian  transportation,  for  general  municipal 
purposes,  for  environment,  for  energy  development  (at  $100  billion  over  the  next 
ten  years)  which,  if  approved  could  balloon  the  Federal  Imdget  further  and 
make  a  budgetary  balance  well  nigh  impossible  for  many  years. 

Will  Congress  i)e  able  to  resist  those  spending  pressures?  Past  experience  with 
attempts  at  fiscal  discipline  give  little  cause  for  optimism.  Debt  ceilings  which 
first  came  into  use  during  World  War  I  have  proven  to  be  so  flexible — being 
upper  once  or  several  times  each  year  in  recent  times — as  to  be  totally  ineffective. 
The  process  of  raising  the  debt  limit  has  becomes  a  frequent  ritual  that  is 
beins:  carefully  observed  but  is  nearly  meaningless.  Since  all  expenditures  nuist 
first  be  approved  by  Congress  it  is  virtually  useless  to  go  through  the  process  of 
setting  a  debt  limit  that  is  entirely  at  the  discretion  of  the  Congress. 

Budget  reform,  enacted  in  1974  was  expected  by  some  to  exercise  a  restricting 
influence.  But  it  is  apparent  now  that  this  will  not  be  the  case.  Committee  recom- 
mendations suggest  far  higher  spending  than  proposed  by  the  President — a  21.1 
percent  boost  in  the  nondefense  area  versus  an  11.9  percent  increase  in  the 
President's  Budget — and  a  deficit  well  over  $20  billion  higher  than  recommended 
by  the  President.  The  veto  that  can  be  placed  on  Presidential  attempts  at 
saving  money  through  impoundment  suggests  that  expenditure  savings  were  not  a 
consideration  in  shaping  this  budget  i-eform. 

Even  if  the  budget  and  appropriations  co)nmittees  were  austerity  minded, 
there  is  a  serious  question  of  how  effective  they  could  be  in  keeping  spending 
down.  Only  a  minor  part  of  the  budget  is  subject  to  control  through  the  budgetary 
and  appropriation  process.  Some  of  the  largest  Federal  programs  are  open-ended 
:tnd  expenditures  are  centrolled  by  the  authorizing  legislation,  thus  virtually 
exempt  from  the  budget  review.  Nearly  three-fourtlis  of  all  budget  outlays  in 
FY  1975  are  labelled  "relatively  uncontrollable",  the  percentage  having  gone  up 
from  59.3  percent  of  the  total  budget  in  FY  1907  to  73.5  percent  in  FY  1975.  The 
significant  fact  is  that  while  two-thirds  of  the  defense  outlays  are  designated 
"controllable"  only  12  percent  of  the  nondefense  outlays,  mostly  for  domestic 
services,  are  reported  to  be  "relatively  controllable".  As  I  showed  earlier  it  is 
the  domestic  programs  that  have  expanded  at  an  extraordinary  rate  in  recent 
decades — and  88  iiercent  of  them  are  now  "untoucluible"  by  would-be  budget 
cutters.  Many  benefits  are  set  by  laAv  such  as  social  security  and  retire- 
ment pay,  medicare,  food  stamps,  veterans  benefits,  revenue  sharing;  interest 
is  set  by  contracts.  Public  assistance,  medicaid,  and  unemployment  assistance 
are  reimbursements  to  state  by  formulas.  With  67  percent  of  proposed  defense 
exjienditures  controllal)le  but  only  12  percent  of  the  nf)ndefense  items  controllable, 
it  is  understandable  that  efforts  to  cut  the  budget  usually  concentrate  ou  defense. 


To  be  sure,  all  Federal  expenditures  were  authorized  by  the  Congress  at  some 
time  and  with  the  exception  of  prior  existing  obligations  and  contracts— can 
lie  controlled  by  it  through  changes  in  the  substantive  program  legislation.  The 
(luestion  is  whether  Congress  is  able  to  constrain  expenditures  by  its  own  power. 
Tlie  normal  restraint  at  state  and  local  levels  is  the  necessity  to  either  raise 
taxes  or  issue  bonds  to  finance  new  or  expanded  programs.  Boosting  taxes  is  a 
pidiricallv  painful  and  risky  process  which  provides  a  natural  screening  for 
outlays  which  the  taxpavers  regard  worth  their  hard  earned  money.  Borrowing, 
on  the  state's  credit,  is  subject  to  a  direct  veto  by  the  voters.  At  the  Federal 
level  there  is  no  limit  to  debt  financing  which  is  too  remote  for  the  average 
voter  to  know  about— although  he  may  subsequently  be  painfully  affected  by 
the  resulting  inflation. 

Experience  with  Federal  debt  ceilings,  easily  changed  by  an  act  of  Congress, 
has  proven  them  to  be  singularly  ineffective.  Thus  an  outside  force  is  needed  to 
enforce  the  fiscal  discipline  which  Congress  itself  cannot  exercise.  Only  the 
Constitution  can  provide  such  outside  discipline. 

The  early  state  constitutions  contained  no  debt  limitations.  But  painful 
experiences  with  expansive  policies  in  the  1830s  and  1840s  led  to  the  imposition  of 
restraints  in  most  states.  Trends  of  recent  years  suggests  that  some  restraints 
is  now  needed  at  the  Federal  level. 

The  experience  of  state  and  local  governments  has  shown  that  constitutional 
debt  restrictions  can  be  circumvented  in  many  ways,  particularly  through  rev- 
enue bonds  and  the  establishment  of  special  authorities.  State  courts  have 
proven  amazingly  lenient  in  approving  the  "special  fund  doctrine"  by  which 
state  and  local  governments  have  evaded  constitutional  restrictions.  Thus  fed- 
eral legislation  would  have  to  be  drawn  rather  carefully  to  prevent  a  rapid 
growth  in  backdoor  spending  and  borrowing. 

There  are  several  ways  in  which  the  U.S.  Constitution  could  restrain  the 
Congress  from  expanding  Federal  indebtedness.  It  could  require — as  most  state 
constitutions  do — the  new  obligations  or  an  increase  in  obligations  must  be 
approved  by  the  voters  themselves.  In  the  age  of  rapid  communications  and 
electronic  technology  the  holding  of  a  national  referendum  would  be  no  major 
obstacle.  Xor  would  the  cost  be  large  when  related  to  the  magnitude  of  the 
amounts  and  the  importance  of  the  substance  involved. 

Switzerland  has  long  been  conducting  national  referendums  on  major  contro- 
versial issues  and  Great  Britain  did  so  earlier  this  year.  Over  a  century  of 
experience  with  many  thousands  of  state  and  local  debt  and  tax  referendums 
shows  that  the  voters  will  understand  the  alternative  and  that  a  review  (or 
veto)  can  be  very  healthy.  Popular  government  rests  on  the  premise  that  the 
people  can  understand  and  judge  vital  public  issues. 

Another  way  of  controlling  further  expansion  of  the  national  debt  is  the 
method  proposed  in  S,IR  55.  By  computing  at  the  end  of  each  fiscal  year  the 
net  result  of  the  fiscal  operations  and  imposing  a  surtax  on  the  income  to 
make  up  for  a  deficit  seems  to  be  a  far  better  way  of  bringing  the  realities  of  Fed- 
eral operations  home  to  the  taxpayer  than  to  let  him  find  out  much  later 
through  inflation  and  higher  prices. 

Therf  are  various  other  ways  toward  the  same  end,  some  of  which  are  incor- 
porated in  proposals  introduced  in  earlier  years  or  now  pending.  I  am  not  com- 
mitted to  any  particular  form  of  debt  control  but  feel  that  in  viev/  of  the  huge 
debt  expansion  in  recent  years  some  form  of  restraint  is  urgently  needed. 


Statement  of  Edwix  J.  Faulkner 

:\rr.  Chairman,  my  name  is  Edwin  .T.  Faulkner.  I  am  president  of  Woodmen 
Accident  and  Life  Company,  a  mutual  life  and  health  insurer,  whose  home  oflfice 
is  in  Lincoln,  Nebraska.  I  thank  the  subcommittee  for  its  courtesy  in  permitting 
me  to  testify  in  support  of  the  enactment  of  Senate  Joint  Resolution  .55.  T  wish 
to  emphasize  that  the  testimony  that  I  shall  present  reflects  my  personal  views 
as  a  concerned  citizen  and  as  a  businessman  who  for  40  years  has  had  the  re.snon- 
sibility  of  heloing  people  achieve  a  measure  of  earned  security  through  priva*-e 
life  and  health  insurance.  I  do  not  assert  that  these  views  necessarily  coincide 
with  those  of  every  insurer. 

The  business  of  private  life  and  health  insurance,  on  wiiich  some  190  million 
Americans  depend  for  an  important  part  of  tlieir  financial  security,  is  one  tliat 
involves  commitments  that  extend  far  into  the  future.  People  save  to  provide 
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themselves  and  their  families  protection,  through  insurance  companies,  against 
the  financial  consequences  of  living  too  long,  dying  too  soon,  or  being  disabled. 
They  are  willing  to  save  in  reliance  on  the  assumption  that  the  dollars  that 
the  inusrer  promises  for  future  delivery  will  be  dollars  whose  purchasing 
power  has  not  been  destroyed.  Until  1965,  this  was  a  sound  assumption ;  but 
during  the  past  decade,  we  have  witnessed  a  rapid  erosion  in  the  dollar's  value 
because  of  an  abandonment  of  the  principle  of  Federal  fiscal  integrity  and  the 
practice  of  a  balanced  budget. 

Since  others  who  have  appeared  before  the  subcommittee  have  documented 
the  terrifying  and  accelerating  increases  in  Federal  deficits  reaching  the  aston- 
ishing sum  of  an  estimated  $70  billion  for  fiscal  year  1976  on  top  of  a  $44  l)illion 
deficit  in  fiscal  1975.  I  shall  not  repeat  the  record.  It  is  well  knoAvn  and,  I  am  sure 
of  great  concern  to  you. 

As  one  one  looks  back  across  the  years,  it  is  informative  of  our  present  eco- 
nomic diflBculties  to  discern  how  the  world's  mightiest  nation  came  to  its  current 
impasse.  In  the  wake  of  the  Great  Depression  of  the  1930's,  the  Federal  Gov- 
ernment in  a  policy  designed  to  alleviate  human  distress  and  regenerate  the 
economy  undertook  to  assume  much  greater  responsibilities  for  individual  wel- 
fare and  to  assert  a  dominant  role  in  the  management  of  the  economy.  No  mat- 
ter how  humanely  intended,  these  measures  were  largely  ineffective,  and  it 
took  our  involvement  in  World  War  II  to  reestablish  a  robust  domestic  econ- 
omy. However,  the  seeds  of  the  attitude  that  the  answer  to  every  problem 
resides  in  Federal  regulation,  preemption  and  largess  has  been  planted.  Despite 
this,  in  the  two  decades  following  World  War  II,  the  resurgence  of  an  econ- 
omy producing  for  peace  proceeded  at  such  a  rate  that  it  was  able  to  sus- 
tain the  increasing  fiuanical  burden  shouldered  by  the  Federal  Government. 
In  1965,  the  tragic  mistake  was  made  of  assuming  that  our  nation  could  pay 
the  costs  of  the  war  in  Southeast  Asia  and  vastly  expand  already  massive 
social  welfare  programs  without  compensating  increases  in  taxes.  These  costs, 
of  course,  have  been  paid  and  will  be  paid,  not  from  a  forthrightly  levied  tax 
which  permits  the  taxpayer  to  evaluate  the  programs  for  which  he  is  paying, 
but  by  inflation — the  cnielest,  most  pervasive  and  regressive  tax  of  all.  Since 
1965,  with  the  exception  of  a  single  year,  the  Federal  Government  has  oper- 
ated in  the  red.  It  has  balanced  income  and  outgo  each  year  by  borrowing  the 
shortfall  in  revenues,  tlius  placing  a  heavier  and  heavier  mortgage  on  the  na- 
tion's future.  The  interest  service  alone  on  that  mortgage  is  now  costing  ns  $35 
billion  annually.  The  cost  to  every  American  of  this  long-continuetl  Federal  fis- 
cal irresponsibility  is  revealed  in  the  meteoric  rise  in  the  costs  of  living  and 
doing  business.  According  to  the  U.S.  Department  of  Labor  indices  (with  the 
year  1967  equal  to  100),  wholesale  prices  have  risen  from  96.6  in  1965  to  176.7  in 
August  1975.  In  the  same  time  span,  the  Consumer  Price  Index  rose  from  94.5 
to  162.8.  Thus,  in  the  decade,  wholesale  prices  were  up  S3  percent,  and  con- 
sumer prices  up  72  percent. 

A  trained  economist  might  prefer  a  more  elegant  and  esoteric  definition,  but 
to  me  inflation  is  simply  the  condition  in  which  too  many  dollars  are  chasing 
too  few  goods  and  services  with  consequent  escalation  of  prices.  In  1913  we 
established  the  Federal  Reserve  System  among  whose  principal  responsiliilities 
is  regulation  and  control  of  the  supply  of  money  and  credit.  For  the  most  part, 
the  Federal  Reserve  has  served  well,  but  its  freedom  to  pursue  judicious  and 
desirable  courses  of  action  to  maintain  stable  prices  has  been  hamstrung  by  the 
necessity  of  funding  the  recurrent  Federal  deficits.  The  result  has  l»een  a  long- 
term  trend  in  the  expansion  of  money  and  credit  in  excess  of  the  needs  of  the 
economy  and  additions  to  the  burdensome  costs  of  government — all  of  which 
is  directly  responsible  for  the  major  inflationary  thrust. 

Inflation  feeds  upon  itself.  There  is  no  universally  available  means  by  which 
it  is  possible  to  cope  with  inflation,  and  the  mere  existence  of  widely-held  infla- 
tionary expectations  exacerbates  the  problem.  For  example,  from  time  imme- 
morial, interest,  the  charge  made  by  lenders  for  the  use  of  money,  has  been  3 
to  314  percent  plus  the  rate  of  inflation  then  prevailing.  As  lenders  look  ahead 
and  see  no  assurance  that  inflation  will  be  contained,  they  seek  to  preserve  their 
capital  by  insisting  upon  higher  yield.s.  Far  from  being  a  cause  of  inflation,  de- 
plorably high  interest  rates  are  a  result,  just  as  surely  as  .$4.2.'^  per  bushel 
wheat  is  a  result,  not  a  cause,  of  inflation.  In  like  vein,  when  the  laboring  man 
demands  increases  in  wages  and  fringe  benefits  that  have  little  or  no  rela- 
tionship to  increases  in  productivity,  he  is  reacting  to  inflation  realized  or  ex- 
pected. In  both  instances,  the  effect  on  the  economy  is  a  depressing  one. 
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For  several  years,  the  Congress  and  the  American  people  have  been  alarmed 
by  the  rapid  rise  in  health  care  costs.  Critics  who  gravitate  to  easy  answers  to 
complex  problems  accuse  the  providers  of  care  and  blame  the  system.  The  fact 
is  that  liealth  care  costs  have  zoomed  primarily  because  of  the  inflation  caused 
by  misound  Federal  fiscal  and  monetary  policies.  For  example,  65-70  percent 
of  the  cost  of  providing  a  patient  day  of  care  in  a  general  hospital  is  the  cost 
of  labor.  In  a  labor  market  where  wages  reacting  to  inflation  have  been  increas- 
ing from  s  to  12  percent  or  more  a  year,  hospitals  have  had  to  meet  the  compe- 
tition and  these  higher  costs  are  passed  through  to  the  patient. 

I'niliably  the  most  pitiful  victims  of  inflation  are  our  older  people,  widows 
and  orplians,  all  those  who  are  living  on  fixed  incomes.  By  their  providence  and 
self-denial  over  a  lifetime  of  saving,  these  senior  citizens  accumulated  a  modest 
estate  which  without  inflation  would  have  permitted  them  ot  live  out  their  years 
in  dignity  and  reasonable  comfort.  But  for  many,  inflation  has  reduced  their  lot 
to  little  better  than  one  of  mere  survival.  Congress,  reacting  to  the  impact  of 
inflation  on  our  principal  class  of  pensioners.  Social  Security  recipients,  enacted 
ad  hoc  increases  in  benefits  effective  in  1965,  1968,  1970.  1971  and  1972.  These 
increases  exceeded  the  increase  in  living  costs  during  those  years.  Additionally, 
in  1972,  the  Congress  incorporated  in  the  Social  Security  law  formulae  by  which 
it  was  expected  that  future  adjustments  in  the  level  of  benefits  and  Social  Secu- 
rity taxes,  triggered  by  changes  in  prices  and  average  earnings,  would  be 
achieved  without  further  legislation.  The  first  automatic  increase  became  ef- 
fective this  year. 

It  was  my  privilege  to  serve  as  a  member  of  the  Advisory  Council  on  Social 
Security  whose  report  was  filed  with  the  Congress  in  March  of  this  year.  That 
experience  quickenetl  my  understanding  of  how  the  manner  in  which  price  rises 
have  outpaced  increases  in  average  earnings  poses  a  serious  threat  to  the  sol- 
vency of  the  Social  Security  System  unless  the  Congress  takes  timely  action  to 
raise  Social  Security  taxes  by  at  least  1  percent  of  taxable  wages  and  remedies 
the  defects  that  exist  in  the  so-called  automatic  benefit  adjustment  factors. 

In  the  last  analysis,  I  think  no  one  would  deny  that  national  prosperity,  as 
well  as  individual  welfare,  depend  ultimately  upon  the  production  of  goods  and 
services.  A  healthy,  growing  and  productive  economy  is  the  source  of  jobs, 
of  profits,  tax  revenues,  national  security,  and  an  acceptable  standard  of  living. 
When  our  real  gross  national  product  falters  or  stagnates,  every  segment  of 
our  society  suffers.  It  is  private  enterprise,  not  government,  that  is  the  engine 
of  production.  Government  can  take  from  one  and  give  to  another,  but  adds 
nothing  to  national  productivity.  Funds  siphoned  off  by  government  are  capital 
tliat  the  economy  sorely  needs  for  investment  to  provide  jobs,  goods  and  services. 
On  the  average  to  provide  one  job  in  commerce,  industry  or  agriculture,  there 
must  lie  an  investment  of  more  than  $25,000  in  plant  and  equipment.  Today  we 
are  told  that  in  order  to  approach  our  economic  potential,  the  staggering  sum  of 
$41/^  trillion  must  be  accumulated  and  invested  in  the  next  ten  years.  At  present, 
our  tax  structure  penalizes  savings,  profits  and  capital  accumulation  and  en- 
courages spending  for  consumption.  Because  of  this,  capital  fund-raising  is 
difficult,  expensive  and,  except  for  the  most  credit-worthy  enterprises,  sometimes 
impossible.  The  competition  of  government  for  such  funds  has  become  an  added 
obstacle  to  raising  capital  for  states,  municipalities  and  private  business. 

In  1974,  the  Federal  Government  took  $12  billion  out  of  a  total  of  .$180  billion 
raised  from  the  credit  markets.  In  the  second  quarter  of  1975,  Federal  credit 
demands  soared  to  a  $93  billion  annual  rate  out  of  total  annual  fund-raising  of 
$210  billion.  Over  the  past  ten  years  government  spending,  including  transfer 
payments,  has  been  expanding  at  a  9%  annual  rate,  which  is  more  than  double 
the  49o  rate  for  the  private  economy.  The  growth  of  government  spending  lies  at 
the  heart  of  the  strains  on  the  capital  market.  Since  Federal  Government  will 
see  to  it  that  its  capital  needs  are  satisfied  first,  as  these  needs  burgeon  because 
of  recurrent  deficits  and  their  infiation  sequelae,  the  private  sector  is  threatened 
with  the  inability  to  raise  capital  it  so  badly  needs.  We  have  been  "consuming 
our  seed  corn"'  for  some  years  by  our  failure  to  save  and  invest  enough  to  main- 
tain and  enhance  our  productive  capacity.  Unless  major  steps  are  taken  promptly 
to  arrest  preemption  of  the  capital  markets  by  the  government,  the  attrition  of 
the  economy  \\ill  only  intensify. 

Senate  Joint  Resolution  .55.  calling  for  a  constitutional  amendment  to  require 
balanced  Federal  budgets  except  in  times  of  a  declared  national  emergency,  pro- 
poses a  sound  and  workable  way  to  return  the  government  to  a  program  of  fiscal 
integrity.  Its  enactment  would  immediately  defuse  inflationary  expectations,  and 
its  ojx'ration  would  lay  the  foundation  on  which  long-continued  stability,  prog- 
ress and  prosperity  could  be  achieved.  The  burdens  of  the  pul)lic  sector  would 
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be  diminished  as  tlie  private  sector  would  assume  its  historic  role  of  providing 
more  and  better  jobs,  a  greater  flow  of  better  goods  and  services,  a  higher  stand- 
ard of  living,  and  not,  incidentally,  a  greater  flow  of  tax  revenues. 

If,  to  some,  the  proposal  seems  objectionable  because  it  would  reduce  con- 
gressional freedom  of  action,  let  it  be  remembered  that  ours  is  a  government  of 
delegated  and  reserved  powers,  a  government  of  checks  and  balances.  The  con- 
stitution has  always  contained  limitations  on  what  the  various  branches  of 
government  may  and  may  not  do.  It  would  seem  to  me  that  the  Congress  should 
welcome  this  constitutional  bulwark  to  its  determination  to  govern  wisely.  We 
well  know  of  the  insistent  pressure  of  special  interest  groups  on  every  member 
of  the  Congress  in  support  of  particular  projects.  Many  of  these  projects  are 
highly  desirable,  but  in  their  promotion  their  advocates  too  frequently  are  guilty 
of  tunnel  vision  and  are  oblivious  to  the  cumulative  effect  of  countless  such 
programs  on  our  governmenfs  credit  and  the  economy. 

To  those  who  would  argue  that  by  reducing  the  flexibility  of  fiscal  policy  we 
hamper  management  of  the  economy.  I  would  respond  that  by  stabilizing  one  of 
the  current  variables  with  which  the  managers  must  contend,  we  free  the  Fed- 
eral Reserve  to  implement  monetary  and  credit  policy,  the  other  variable,  in  a 
far  more  effective  manner  than  has  been  possible  when  the  Federal  Reserve 
action  has  been  straitjacketed  by  the  necessity  of  funding  government  deficits. 
The  Congress  is  to  be  commended  for  taking  the  first  step  toward  exercising 
fiscal  responsibility  by  adopting  the  Congressional  Budget  and  Impoundment 
Control  Act  of  1074.  Passage  of  Senate  Joint  Resolution  .jo  is  clearly  the  next 
step  which  should  be  taken. 

Former  Secretary  of  Health,  Education,  and  Welfare,  Caspar  W.  Weinberger, 
in  his  valedictory  address  before  retiring  from  Federal  service  last  July,  com- 
mented to  the  Commonwealth  Club  of  San  Francisco  that,  "My  single  overriding 
observation  after  these  years  in  Washington  is  of  the  growing  danger  of  an 
all-pervasive  Federal  Government.  Unless  checked,  that  growth  may  take  from 
us  our  most  precious  personal  freedoms.  It  also  threatens  to  shatter  the  founda- 
tions of  our  economic  system.  When  I  came  to  Washington  in  1970,  the  Federal 
budget  outlay  stood  at  $196.6  billion.  It  is  now  .$358.9  billion,  an  increase  of  S3 
percent.  Apart  from  its  sheer  magnitude  the  most  noteworthy  thing  about  this 
trend  is  that  Federal  spending  has  shifted  away  from  traditional  Federal  func- 
tions such  as  defense  and  toward  programs  that  reduce  the  remaining  freedom 
of  individvials  and  lessen  the  power  of  other  levels  of  government.  .  .  .  There 
is  an  overriding  danger  inherent  in  the  growth  of  an  American  welfare  state. 
The  danger  simply  is  that  we  may  undermine  our  whole  economy.  If  social  pro- 
grams continue  growing  for  the  next  two  decades  at  the  same  pace  they  have 
in  the  last  two,  we  will  spend  more  than  half  of  our  whole  Gross  National  Prod- 
uct for  domestic  social  programs  alone  by  the  year  2000." 

I  most  earnestly  urge  upon  you  and  your  colleagues  in  the  Congress  that 
heroic  measures  must  be  undertaken  to  end  recurrent  Federal  deficits  with  their 
inevitable  inflationary  impact.  Unless  we  face  up  to  this  responsibility  now,  the 
American  dream  will  be  lost  forever. 


Statement  by  Grady  L.  Patterson,  Jr.,  State  Treasxteek  of  South  Carolina 

Mr.  Chairman  and  Gentlemen  of  the  Committee,  I  want  to  take  this  opportunity 
to  thank  you  for  allowing  us  to  appear  before  this  distinguished  Committee 
and  express  our  views  in  support  of  a  Constitution  Amendment  requiring  the 
Federal  Government  to  operate  on  a  balanced  budget,  S.J.  Res.  55. 

Uet  me  say  from  the  outset  that  South  Carolina  has  operated  for  decades 
and  generations  within  the  discipline  of  a  balanced  budget.  Our  Constitution 
directs  it;  statutes  require  it;  rules  of  our  House  of  Representatives  dictate  it; 
and  just  plain  reason  and  logic  demand  it.  It  is  indeed  frightening  and  alarming 
that  the  Federal  Government  has  not  exercised  the  same  discipline  in  managing 
its  fiscal  affairs.  And,  frankly,  I  do  not  believe  our  free  enterprise  and  free 
markets  system  can  long  survive  the  excesses  of  the  lack  of  fiscal  discipline. 

Article  X,  Section  2,  of  the  Constitution  of  South  Carolina  1S95,  provides : 

"§  2.  E.rpen.'^c.i  of  strife  fjnrrniiiwnt. — The  General  Assembly  shnll  provide  for 
an  annual  tax  sufficient  to  defray  the  estimated  expenses  of  the  State  for  each 
year,  and  whenever  it  shall  happen  that  the  ordinary  expenses  of  the  State  for 
any  year  shall  exceed  the  income  of  the  State  for  such  year  the  General  Assembly 
shall  provide  for  levying  a  tax  for  the  ensuing  year  suflicient.  with  other  soui-ces 
of  income,  to  pa"*'  the  dpfi'^'iencv  of  the  preceding  year  together  with  the  e.sfi- 
mated  expenses  of  the  ensuing  year." 
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Thus,  you  will  observe  that  this  South  Carolina  Constitutional  requirement  is 
not  too  unlike  your  own  proposed  Amendment  to  the  United  States  Constitution. 
This  requirement  has  worked  for  us,  and  I  know  beyond  any  doubt  that  it  will 
work  for  this  nation. 

Our  statutes  require  that  revenue  match  expenditures  each  year  and  that  we 
maintain  a  constant  vigil  on  the  revenue  to  ensure  a  balanced  budget.  Section  107 
(if  our  Annual  Appropriations  Act  provides : 

"Section  107.  Any  appropriations  made  herein  or  by  special  act  now  on  here- 
after, are  hereby  declared  to  be  maximum,  conditional  and  proportionate,  tlie 
liurpose  being  to  make  them  payable  in  full  in  the  amount  named  herein,  if 
necessary,  but  only  in  the  event  the  aggregate  revenues  available  during  the 
])eriod  for  which  the  appropriation  is  made  are  sufficient  to  pay  them  in  full. 
The  (South  Carolina)  State  Budget  and  Control  Board  shall  have  full  power  an'l 
authority  to  survey  the  progress  of  the  collection  of  revenue  and  the  expenditure 
nf  funds  by  all  departments  and  institutions,  and  is  hereby  authorized  and 
directed  to  make  such  reductions  of  appropriations  as  may  be  necessary  to 
prpvent  a  deficit;  ,  .  .  (1975-76  Appropriations  Act  for  State  of  South  Carolina. »" 

You  will  recall  that  during  the  fiscal  year  1970-71  we  experienced  a  slight 
downturn  in  the  economy.  As  a  result  of  closely  monitoring  the  progress  of 
i-evenue  collections,  the  State  Budget  and  Control  Board  concluded  that  ex- 
penditures would  exceed  revenue  collections.  This  provision  of  law  provided 
the  authority  for  the  Budget  and  Control  Board  to  cut  the  fiscal  year  approprin- 
tions  by  6%  in  November  of  1970.  South  Carolina  ended  the  fiscal  year  on 
.Tune  30,  1971.  with  a  $.")  million  surplus  as  a  result  of  this  timely  action  by  the 
Budget  and  Control  Board. 

You  may  be  interested  in  knowing  how  we  went  about  effecting  this  reduction 
in  expenditures.  We  called  each  agency  and  department  head  in  and  suggested 
he  tell  us  how  he  could  best  cut  his  budget  by  r>%.  Almost  without  exception, 
there  was  full  cooperation  throughout  State  Government  and  no  program 
really  suffered.  In  fact,  it  was  a  very  healthy  exercise  in  financial  management 
and  fiscal  responsibility.  I  might  add.  this  action  did  not  go  unnoticed  by  the 
rating  services  and  the  money  markets  throughout  the  country. 

We  have  another  Rule  that  relates  to  a  balanced  l)udget  in  our  state.  Paile 
No.  5.3  of  the  House  of  Representatives.  State  of  South  Carolina,  provides : 

"After  passage  on  second  reading  and  before  its  consideration  on  third  read- 
ing, every  General  Appropriation  Bill  and  every  Supplemental  Appropriation 
Bill  shall  have  attached  thereto  a  certificate  from  the  Com.ptroller  General  that 
the  total  of  the  appropriations  therein  provided  is  not  in  excess  of  the  estimated 
total  revenue  of  the  State  for  such  purposes,  including  that  revenue  which  may 
be  provided  in  the  Bill,  or  in  any  other  bill  previously  passed  by  the  House  for 
the  fiscal  year  to  which  the  Bill  is  applicable,  and  if  the  Comptroller  Geupral 
cannot  give  such  certificate,  the  Speaker  shall  order  the  Bill  recommitted  to 
the  Ways  and  Means  Committee.  After  the  report  of  the  Committee,  any  amend- 
ment which  it  shall  recommend  may  be  adopted." 

Consequently,  as  the  annual  Appropriations  Act  moves  through  the  General 
Assembly,  another  safeguard  is  erected  to  require  a  balanced  budget. 

Thus,  it  can  be  seen  that  South  Carolinians  not  only  believe  in  a  balancf^l 
budget ;  but  it  is  a  philosophy  with  us,  and  we  are  dedicated  to  the  fiscal  discipline 
of  living  within  our  means. 

As  a  result  of  keeping  our  financial  house  in  order.  South  Carolina  enjoys  the 
cherished  and  coveted  AAA  credit  rating.  Our  state  is  one  of  about  a  dozen  states 
that  is  so  recognized.  We  can  borrow  money  as  cheap  as  or  cheaper  than  any 
other  state  in  the  union.  Our  bonds  sell  as  well  as  or  better  than  those  from 
any  state  in  the  nation.  Such  fiscal  discipline  has  saved  our  taxpayers  millions 
of  dollars  in  interest  costs  in  the  financing  of  our  capital  programs. 

The  point  is  fiscal  responsibility  has  worked  for  us  and  it  can  and  will  work 
for  the  Federal  Government. 

What  are  the  alternatives?  AVe  do  not  haA-e  to  go  to  the  history  books  for  the 
answers. — The  answers  are  on  the  front  pages  of  the  newspapers  every  da  v. — 
New  York  City,  Urban  Development  Corporation.  Social  Security  Trust  Fund, 
and  a  number  of  other  cities  and  states,  as  well  as  the  staggering  deficit  the 
Federal  Government  is  experiencing  this  year  and  next  year. 

The  alternative  to  sound  fiscal  policies  and  good  debt  management  is  fiscal 
disarray  and  financial  chaos. 

In  addition  to  the  highly  visible  fiscal  alfairs  of  New  York  City,  which  are  in 
shambles  and  chaos,  mnnv  other  cities  and  some  states  are  exneriencing  similar 
difficulties.  New  York  City  has  one  financial  crisis  after  another,  almost  on  an 
hourly,  daily  and  weekly  basis. 
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Of  even  greater  significance  is  the  grossly  inadequate  funding  by  Congress  of 
the  Social  Security  Trust  Fund  to  meet  the  ever-increasing  benefit  payments 
voted  by  Congress.  Within  the  next  few  years,  by  1980  or  sooner,  it  is  estimated 
the  Trust  Fund  will  be  depleted  and  the  Congress  will  be  required  to  make 
annual  appropriations^  from  the  annual  ()})eratiiig  revenues  to  meet  benefit  pay- 
ments. Unless  Congress  takes  action  immediately  to  provide  funding  for  the 
Social  Security  Program  in  the  years  ahead,  the  New  York  City  debacle  will  look 
like  peanuts  by  comparison. 

I  think  the  lesson  to  be  drawn  is  that  neither  New  York  City  nor  the  Social 
(Security  Trust  Fund  got  into  fiscal  trouble  last  week  or  last  year,  but  did  so  as 
a  result  of  fiscal  irresponsibility  over  a  long  period  of  years. 

The  point  is  these  are  examples  of  fiscal  excesses  and  lack  of  fiscal  discipline. 
We  must  keep  our  financial  house  in  order,  and  we  must  live  within  our  means. 

I  think  there  is  a  crying  out  for  fiscal  responsibility  all  over  the  nation.  I  think 
people  all  over  this  country  long  for  a  return  to  fiscal  sanity  at  the  national 
level,  and  all  levels  of  government  for  that  matter.  People  are  sick  and  tired  of 
deficits,  wasteful  expenditures,  and  the  lack  of  fiscal  discipline.  Citizens  must 
exercise  self-discipline  and  keep  their  own  checkbooks  balanced. — Why  should 
they  expect  less  of  their  government? 

Balancing  the  Federal  Budget  will  not  be  easy ;  it  will  not  be  painless.  It  will 
probably  take  four  to  six  years  to  move  to  a  balanced  budget.  I  think  we  should 
establish  a  national  goal  to  attain  a  balanced  budget  by  1980  or  1981.  You  know. 
when  President  Kennedy  became  President  in  1961  we  established  a  national 
goal  of  putting  a  man  on  the  moon  and  returning  him  safely  in  the  decade  of 
the  60's.  We  attained  that  national  goal.  Why  can't  we  dedicate  ourselves  to  the 
necessary  discipline  of  achieving  a  balanced  budget  by  1981?  I  think  we  can, 
and  I  think  we  must  do  it. 

We  must  turn  away  from  extravagance  in  the  use  of  all  of  our  resources.  We 
have  been  brought  to  the  painful  and  costly  realization  in  the  last  two  or  three 
years  that  our  resources  are  not  limitless.  The  energy  problem,  shortage  in 
certain  food  items,  and  even  an  alleged  shortage  of  canning  tops  are  some  ex- 
amples. We  should  adopt  an  attitude  of  individual  as  well  as  collective  austerity 
and  lower  our  level  of  expectation.  We  should  rededicate  ourselves  to  making 
work  honorable  and  respectable.  We  should  stress  the  di.gnity  of  work  and  the 
respect  and  self -pride  in  performing  a  day's  work  for  a  day's  pay.  The  key  to  such 
attitudes  is  the  approach  we  take  as  individuals.  The  responsibilty  rests  with 
each  of  us.  Government  at  all  levels  cannot  and  will  not  respond  without  the 
urge  and  demand  from  individuals. 

I  am  reminded  of  a  statement  made  more  than  200  years  ago  attributed  to  a 
British  historian.  Professor  Alexander  Tytler : 

"A  democracy  cannot  exist  as  a  permanent  form  of  government.  It  can  only 
exist  until  the  voters  discover  that  they  can  vote  themselves  largess  from  the 
public  treasury.  From  that  moment  on,  the  majority  always  votes  for  the 
candidate  promising  the  most  benefits  from  the  public  treasury  with  the  result 
that  a  democracy  always  collapses  over  loose  fiscal  policy,  always  followed  by 
a  dictatorship.  The  average  age  of  the  world's  greatest  civilizations  has  been  200 
years. 

On  the  eve  of  the  celebration  of  our  200th  anniversary  as  the  greatest  experi- 
ment in  democracy,  this  is  indeed  a  sobering  obsei-vation.  We  see  all  about  us 
shambles  of  financial  affairs  caused  by  "loose  fiscal  policy."  I  think  we  stand 
at  a  crossroads  and  the  destiny  of  the  nation  hangs  in  the  balance.  We  cannot 
ignore  the  compelling  requirement  to  return  to  fiscal  sanity  and  fiscal  discipline. 
The  question  is  can  we  muster  the  will  and  resolve  as  a  nation  to  bring  about 
a  renewal  and  rel)irth  of  values  that  require  living  within  our  means?  We  really 
have  no  choice — we  can  and  we  must  do  it. 

In  conclusion,  we  support  your  effort  in  proposing  an  Amendment  to  the 
TTnited  States  Constitution  requiring  the  Federal  Government  to  operate  on  a 
balanced  budget.  We  can  and  we  must  live  within  our  means;  we  can  and  we 
must  keep  our  financial  house  in  order :  and  by  so  doing,  we  can  and  we  must 
continue  to  improve  the  quality  of  life  for  all  our  citizens. 


Testimony  of  Edgar  Leon  McGowan 

Mi:  Chairman,  members  of  the  Committee,  I  am  Edgar  Leon  iVIcGowan,  Com- 
missioner of  Labor  for  the  State  of  South  Carolina.  I  wish  to  thank  you  for 
this  opportunity  to  appear  in  .support  of  S..T.  Resolution  .5.5.  For  the  past  thirty 
(30)  years  I  have  .served  South  Carolina  either  as  a  college  professor,  Demo- 
cratic Party  official,  unoflScial  advisor  to  several  governors  and  for  the  past  four 
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and  one-half  (41/2)  years  as  Commissioner  of  Labor.  South  Carolina  does  not 
have  a  Department  of  Commerce ;  therefore,  the  Department  of  Labor  may 
serve  both  management  and  labor.  As  a  result,  I  am  exposed  to  both  viewpoints. 

In  addition  to  being  the  Commissioner  of  Labor.  I  was  for  two  (2)  year  a 
I^irector  and  am  now  the  Vice-President  of  the  International  Association  of 
Governrulental  Labor  Officials.  This  organization's  membership  includies  all 
forty-nine  (49)  Commissioners  or  Directors  of  the  states  Departments  of  Labor 
(Mississippi  does  not  have  a  State  Department  of  Labor),  the  District  of 
Columbia,  three  (3)  of  the  possessions  or  protectorates  and  all  ten  (10)  minis- 
ters of  labour  from  the  Canadian  provinces. 

In  these  dual  positions  I  travel  throughout  the  United  States  extensively 
and  during  these  travels  I  meet  and  talk  with  many  people.  I  can  assure  each 
of  you  that  the  American  population  is  frustrated  and  disturbed  in  regards  to 
the  direction  being  taken  by  governments  at  all  levels.  We  hear,  see  and  read 
everyday  in  the  news  media  the  frustrations  of  the  radical  elements  of  this 
country ;  however,  in  talking  to  the  responsible  people  of  this  country  I  find  that 
the  radical  groups  are  not  the  only  ones  who  are  frustrated  and  concerned. 
Of  course,  responsible  people  don't  buy  a  handgun  and  try  to  kill  the  President ; 
therefore,  their  frustrations  are  not  publicized  or  reported  by  the  news  media, 
but  I  find  that  their  frustrations  and  concerns  are  just  as  real  as  those  of 
the  radical  groups. 

There  are  many  reasons  for  the  frustrations  of  the  resiwnsibte  Americans  of 
today.  Infiation,  unemployment,  high  taxes,  and  overregulation  by  government 
at  all  levels  seem  to  be  the  major  reasons  for  these  frustrations. 

I  am  well  aware,  as  you  are,  that  throughout  the  two-hundred  (200)  years 
of  our  existence,  Americans  have  suffered  many  frustrations.  However,  the 
problems  of  the  past  are  cited  today  by  those  who  wish  to  justify  their  o\A-n 
irresponsible  actions  and  do  not  justify  the  public  officials  doing  nothing  about 
today's  problems.  America  has  enjoyed  periods  of  time  when  the  people  were 
united  in  pride  of  their  country.  It  has  suffered  through  other  periods  of  time 
when  its  people  were  divided  by  their  frustrations.  We  reached  the  height 
of  pride  in  1945  when  America  was  victorious  in  World  War  II.  Since  1945 
we  in  public  life  have  done  many  things  to  destroy  this  feeling  among  our 
people.  Even  those  who  have  joined  us  in  the  public  sector  during  the  past 
thirty  (30)  years  have  contributed  to  "business  as  usual"  and  all  too  oft^n 
"business  as  usual"  has  been  bigger  government  at  all  levels  and  in  many  cases 
irresponsible  leader.ship.  It  is  time  we  in  the  public  sector  began  rebuilding 
confidence  in  government.  The  first  step  towards  rebuilding  confidence  in  gov- 
ernment could  very  well  be  the  adoption  of  this  resolution. 

Every  American  knows  that  they  nnist  live  within  their  income  or  they 
wind  up  in  a  financial  bind  in  a  hurry.  This  is  to  average  American  is  being 
financially  responsible.  They  do  not  understand  how  the  United  States  Govern- 
ment can  operate  year  after  year  in  or  out  of  w'ar  with  expenses  exceeding 
income  when  they  have  to  live  within  their  income.  It  is  especially  true  since 
it  is  the  responsible  American's  tax  dollar  the  government  is  spending.  They 
are  well  aware  of  the  fact  that  soon  they  will  have  to  pay  more  taxes  to  pay 
off"  the  national  debt  we  are  now  incurring. 

The  State  of  South  Carolina  has  a  constitution  reqinrement  as  follows  :  to  wit : 

"The  General  Assembly  shall  provide  for  an  annual  tax  sufiicient  to  defray  the 
estimated  expenses  of  the  State  for  each  year,  and  whenever  it  shall  happen 
that  the  ordinary  expenses  of  the  State  for  any  year  shall  exceed  the  income 
of  State  for  such  year  the  General  Assembly  shall  provide  for  levying  a  tax 
for  the  ensuing  year  suflScient.  with  other  sources  of  income,  to  pay  the  deficiency 
of  the  preceding  year  together  with  the  estimated  expenses  of  the  ensuing  year," 

We  even  go  farther  than  the  constitution  requirement.  If  during  an  operating 
year  our  actual  revenues  do  not  reach  estimated  revenues,  then  the  agency 
heads  are  ordered  by  the  Governor  and  the  Budget  and  Control  Board  to  cut 
back  expenditures  during  the  current  year.  As  a  result.  South  Carolina  unlike 
many  other  states  is  in  a  sound  financial  position.  Of  course,  during  the  current 
national  economic  crisis  South  Carolina's  actual  revenues  are  below  the  esti- 
mated revenues  and  we  agency  heads  are  expecting  a  cut  back  order  any 
da.v.  However,  it  has  been  my  experience  that  each  Department  or  Agency  in 
the  State  of  South  Carolina  has  some  surplus  funds  in  their  budget.  If  I  am 
ordered  to  curtail  expenditures  by  as  much  as  ten  percent  this  year  in  the 
Department  of  Labor  the  citizens  will  not  suffer  from  lack  of  service  from  the 
Department  because  they  will  continue  to  receive  the  same  services  they  are  now 
receiving.  Each  year  since  I  became  Commissioner  of  Labor  I  have  lapsed 
between  ten  and  twenty-five  percent  of  the  Department's  budget  at  the  end 
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of  the  year  because  the  need  did  not  materialize  whicli  justified  the  expendi- 
ture. These  savings,  however,  did  not  curtail  any  of  the  services  rendered  by 
the  Department.  Each  year  when  the  news  media  reports  the  amount  of  tlie 
budget  which  I  have  lapsed,  I  receive  commendable  praise  from  all  sectors 
of  South  Carolina  citizens  for  responsible  handling  of  the  Department's  fiscal 
affairs. 

As  Commissioner  of  Labor  I  am  continuously  dealing  with  the  United  States 
Department  of  Labor.  It  has  been  my  experience  that  the  United  States  De- 
partment of  Labor  is  one  of  the  most  responsible  agencies  of  the  Federal  Gov- 
ernment. However,  there  are  programs  in  the  United  States  Department  of 
Labor  which  are  over-funded  and  others  which  are  imder-funded.  However, 
from  what  I  have  seen  there  is  a  tendency  even  in  that  Department  to  overspend 
for  the  service  rendered.  I  am  aware  that  there  are  many  pressures  imposed 
upon  Congress  to  spend  money  for  various  programs;  however,  I  am  also 
aware  that  these  pressures  are  of  a  self-interest  nature  and  not  necessarily 
what  is  best  for  our  people.  Today  labor  wants  our  unemployment  problems 
cured  by  hiring  in  the  public  sector.  Such  hiring  would  merely  contribute  to 
inflation  and  at  best  be  only  a  temporary  remedy.  I  feel  that  excessive  govern- 
ment spending  plus  overregulation  of  the  businessman  is  one  reason  for  the 
inflation  spiral  that  we  have  been  in  for  the  past  thirty  (30)  years.  In  the 
past  ten  (10)  years  expenditures  in  the  Federal  Government  alone  has  tripled 
and  this  is  also  true  at  the  state  and  local  level. 

Our  democratic  form  of  government  is  the  best  form  of  government  devised  by 
man.  Tlie  only  weakness  is  when  the  public  ofBcials,  both  elected  and  appointed, 
fail  to  recognize  what  the  electorate  really  want  from  their  government.  I  can 
assure  you  that  the  vast  majority  of  America  today  wants  responsible  fiscal 
policies  at  the  local,  state  and  national  level,  and  I  feel  that  S..T.  Resolution  ;>"> 
is  the  first  step  in  this  direction  and  the  first  step  to  rebuilding  public  confidence 
in  Government. 

The  alternative  to  rebuilding  this  public  confidence  could  very  well  be  all  of  us 
in  public  ofiice  being  conspicuous  by  our  absence  after  the  next  couple  of  elections. 
We  have  already  seen  some  of  this  in  elections  in  the  past  few  years  such  as 
Governor  Wallace's  vote  in  the  last  presidential  election  ;  Governor  Edwards, 
virtually  an  unknown  oral  surgeon,  defeating  a  well  known  retired  congressman 
in  our  last  gubernatorial  election  in  South  Carolina :  and  the  recent  special  elec- 
tion just  this  past  month  in  the  State  of  New  Hampshire. 

I  strongly  feel  that  "business  as  usual"  isn't  going  to  soothe  the  frustrations 
of  the  responsible  Americans.  An  adoption  of  S.J.  Resolution  oS  is  the  first  step 
to  returning  to  responsible  government. 

Thank  you  again  for  giving  me  this  opportunity  to  express  one  public  oflacial's 
opinion  on  this  critical  issue. 

Statement  of  Mr.  W.  W.  Johnson  and  Ms.  Ben  ]Morkis  Representing  the 
Palmetto  Business  Forum 

The  Palmetto  Business  Forum, 

Cnhtmhus,  S.C,  Octoher  7,  1915. 
The  Subcommittee  on  Constitutional  Ajiendments  of  the  Committee  on  the 

.Judiciary, 
The  Senate  of  the  United  States,  WasMngton,  D.C. 

Gentlemen  :  This  letter  is  being  written  on  behalf  of  the  Palmetto  Business 
Forum,  a  group  of  South  Carolina  business  leaders  concerned  about  the  grow- 
ing role  of  government  in  our  society,  and  committed  to  the  strengthening  of  the 
free  enterprise  system,  and  the  perpetuation  of  individual  freedoms.  The  Forum 
represents  a  wide  diversity  of  business  interests,  and  has  members  throughout 
South  Carolina.  We  are  writing  in  reference  to  Senate  Joint  Resolution  No.  5." 
proposing  an  amendment  to  the  United  States  Constitution  requiring  a  balanced 
federal  budget  each  year. 

The  Forum  wishes  to  commend  The  Honorable  Carl  Curtis  and  the  other  Sena- 
tors who  introduced  the  resolution — including  and  we  should  like  to  convey  our 
support  of  the  resolution.  It  has  long  been  the  position  of  the  business  community 
in  South  Carolina  that  uncontrolled  governmental  growth  and  spending  repre- 
sented a  serious  threat  to  the  economic  well-being  of  the  nation.  Recently,  of 
course,  that  fear  has  been  borne  out  by  a  dangerously  accelerating  inflationary 
spiral  nurtured  to  a  great  extent  by  what  we  consider  to  be  irresponsible  govern- 
mental spending  and  fiscal  policies.  Tlie  disclosure  in  Senator  Curtis's  statement 
of  April  17  to  the  Senate  that  fifteen  cents  of  every  dollar  spent  in  Washington 
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next  vear  will  be  borrowed  constitutes  an  alarming  development  and  a  sad  com- 
mentary on  the  fluancial  management  of  our  government.  Tlie  fact  is  that  the 
forces  of  bureaucratic  expansion  and  deficit  spending  which  have  been  set  into 
motion  in  the  last  quarter  century  must  be  retarded  if  our  economy  is  to  with- 
stand this  most  recent — and  most  serious — onslaught.  It  is  our  belief  that  the 
constitutional  amendment  proposed  by  S.J.  Resolution  55  provides  an  appro- 
priate and  effective  means  by  vrhich  such  a  purpose  could  be  achieved.  As  our 
State  Treasurer,  the  Honorable  Grady  L.  Patterson,  Jr.,  testified  today  before 
the  Subcommittee  on  Constitutional  Amendments  of  the  Senate  Judiciary  Com- 
mittee, the  State  of  South  Carolina  operates  under  requirements  of  its  state 
constitution  that  its  annual  budget  be  balanced.  It  has  been  an  undi-sputed  part  of 
the  fiscal  policy  and  oi>eration  of  this  state  since  1895,  and  has  sustained  us 
through  years  of  lean  and  plenty  in  such  a  fashion  that  we  have  been  able  to 
maintain' an  AAA  bond  i-ating  on  Wall  Street.  Our  experience,  and  that  of  other 
states,  would  seem  to  provide  an  excellent  precedent  for  the  concept  of  consti- 
tutionally mandated  fiscal  responsibility. 

Our  purpose  is  not  to  take  issue  with  the  individual  programs  and  policies 
which  have  proliferated  so  rapidly  during  this  period  of  unprecedented  govern- 
mental expansion.  There  are  those  of  us  v>  ho  do  have  very  strong  philosophical 
reservations  about  the  wisdom  of  many  of  the  programs.  But,  for  whatever  well- 
intended  purpose  these  programs  may  have  originally  been  established,  there 
appears  to  be  clearcut  evidence  that  their  recent  management  and  administra- 
tion have  led  directly  to  enormous  new  financial  burdens  for  government,  and  a 
subsequent  undermining  of  the  country's  economic  stability. 

The  difficult  economic  experiences  of  the  last  two  years,  we  believe,  have  ma- 
tured the  American  i>eople  and  moderated  their  expectations  toward  govern- 
mental service.  It  is  our  feeling  that  the  public  is  looking  for  leaders  who  will  be 
willing  to  acknowledge  that  the  time  has  come  for  sacrifice,  and  who  are  willing 
to  provide  leadership  in  that  regard.  Obviously,  we  do  not  live  in  a  world  of  in- 
finite resources,  financial  or  natural.  The  longer  it  takes  for  leadership  in  the 
public  and  private  sector  to  acknowledge  that  fact  and  come  to  grips  with  it  the 
more  grave  our  present  economic  crisis  will  become.  While  we  believe  that  the 
proposed  amendment  is  long  overdue,  we  welcome  it  as  being  particularly  timely 
today,  and  as  being  sensitive  to  the  new  public  attitudes  and  awareness.  It  is 
unfortunate  that  it  often  requires  crisis  conditions  to  enact  measures  which  were 
needed  even  without  the  crisis.  But  if  today's  economic  problems  lead  to  a  more 
responsible  management  of  fiscal  affairs  by  the  federal  government,  then  the 
crisis  will  not  have  been  an  entirely  negative  experience. 

We  firmly  believe  that  the  federal  government  should  not  only  conform  to  re- 
.sponsible  fiscal  practices,  it  should  set  an  example  of  leadership.  Absence  of  that 
leadership  in  recent  years,  we  fear,  has  led  to  an  overall  breakdown  among  Ameri- 
cans in  their  understanding  and  respect  for  financial  prudence  and  discipline.  As 
the  unfortunate  experience  of  New  York  City  has  .so  graphically  demonstrated, 
the  day  of  reckoning  does  arrive.  We  fear  that  unless  action  is  taken  to  curb  ir- 
responsible fiscal  practices  of  the  federal  government,  our  entire  nation  is  head- 
ing for  a  similar  day  of  reckoning.  By  refusing  to  face  that  issue,  we  are  only 
passing  along  the  burden  and  the  responsibility  until  a  later  day  or  to  a  later 
generation.  It  is  our  belief  that  we  should  confront  it  today,  and  we  should  do  so 
in  a  reasonable  and  I'ational  manner.  The  proposed  amendment  appears  to  be 
such  an  instrument.  It  makes  no  judgment  upon  the  merits  of  the  programs 
funded  by  the  federal  government.  It  simply  provides  a  mechanism  by  which  gov- 
ernment can  practice  what  we  believe  is  a  rather  basic  premise  of  our  economic 
system  :  namely,  that  we  live  within  our  means  and  spend  no  more  than  we  earn. 
Not  only  do  we  enthusiastically  support  and  endorse  the  proposed  constitutional 
amendment,  we  are  confident  that  the  overwhelming  majority  of  Americans  are 
readv  for  this  kind  of  return  to  sound  and  responsible  government  at  the  federal 
level. 

w.  w.  johnsoj^, 
Ben  R.  Morkis. 

Testimony  of  Dr.  Neal  D.  Thigpen 

My  purpose  in  appearing  here  today  is  to  speak  in  support  of  Senate  Joint 
Resolution  55  providing  for  an  amendment  to  the  U.S.  Constitution  requiring 
an  anmaally  balanced  Federal  Budget.  I  do  .so  not  as  a  political  scientist  and 
member  of  the  academic  community,  but  rather  as  an  average  citizen  who  has 
become  alarmed  at  the  ever  increasing  level   of  Federal   spending  and   huge 
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Federal  Budget  deficits.  In  my  opinion,  it  is  no  longer  a  question  of  sbould  we 
have  a  balanced  budget,  but  how  soon  and  by  what  means  can  we  accomplish 
this  objective.  My  reluctant  conclusion  is  that  our  best  hoi>e  rests  in  the  addi- 
tion to  the  Constitution  of  an  amendment  that  will  limit  the  Federal  Government 
to  spending  no  more  than  it  takes  in.  I  say  my  conclusion  was  reached  reluctantly, 
because  I  initially  had  some  reservations  as  to  the  advisability  of  placing  this  type 
of  requirement  into  the  Constitution.  I  fear,  however,  that  there  is  really  no  other 
means  to  compel  the  Federal  Government  to  operate  on  a  pay-as-you-go  basis. 
For  without  a  balanced  budget,  and  the  fiscal  restraints  it  entails,  this  nation  is 
doomed  to  continuing  inflation,  high  unemployment,  high  interest  rates,  more 
business  failures,  and  possibly  even  a  depression.  At  some  point,  we  have  to  pay 
the  price  for  our  extravagances  and  every  year  we  delay  it  means  the  final  price 
will  be  dearer  and  more  tragic  for  millions  of  Americans. 

For  more  than  150  years  we  practiced  frugality  as  a  nation,  built  a  great 
individual  economy  and  supported  it  with  a  sound  dollar.  It  took  186  years  for 
this  country  to  reach  a  $100-billion  budget.  It  took  only  another  9  years,  how- 
ever, to  reach  a  $200-billion  budget.  It  took  3  more  years — that  is  fiscal  1974 — to 
reach  $300-billion.  In  the  current  fiscal  year,  the  Federal  Government  is  sijending 
money  at  better  than  a  billion  dollars  a  day.  It  now  api>ears  that  we  will  come 
close  to  the  $4(X)-billion  mark  in  fiscal  1976. 

To  place  these  phenomenal  spending  increases  in  a  slightly  different  time- 
frame, as  recently  as  1961  the  outlay  of  the  Federal  Government  was  a  com- 
paratively modest  $94-billion.  For  fiscal  1975.  it  is  scheduled  to  come  in  at  a 
prodigious  $350-billion.  This  means  the  level  of  Federal  spending  has  quadnipled 
in  about  a  decade  and  a  half,  with  new  increases  suggested  every  day.  We  have 
been  creating  so  many  new  programs  and  raising  government  benefits  so  rapidly 
that  it  almost  seems  as  though  the  Federal  Budget,  with  its  enormous  size  and 
continual  growth,  has  taken  on  a  life  of  its  own. 

In  addition,  with  the  President's  budget  for  fiscal  1976,  a  new  and  very 
dangerous  element  has  been  introduced  into  the  Federal  budgetary  process — 
runaway  deficit  spending.  At  the  beginning  of  this  year.  Mr.  Ford  "proposed  a 
1976  budget  with  a  deficit  of  $51.9-billion.  Several  months  later  the  President 
drew  the  line  at  $60-billi6n.  As  of  last  month,  the  prospective  deficit  stood  at 
$68.8-billion.  It  seems  entirely  probable  that  before  Congress  adopts  its  last 
spending  bill,  the  deficit  will  rise  to  .$75-billion.  After  a  period  of  44  years  during 
which  we  have  had  37  deficits,  we  will  wind  up  fiscal  1976  with  a  deficits  the  likes 
of  which  this  country  has  not  experienced  in  the  last  30  years.  Deficits  on  this 
scale  befell  us  only  in  the  three  World  War  II  years  of  1943,  1944,  and  1945  (see 
Table  I). 

Table  I. — Federal  Government  surplus  or  deficit,  1932-76 


[In  billions 
In  year  ending  June  30  : 

1932,  deficit $2.  7 

193.3,  deficit 2.  6 

1934,  deficit 3.  6 

19.35,  deficit 2.  8 

1936,  deficit 4  4 

19.37,  deficit 2  8 

1938,  deficit 1.  2 

1939,  deficit 3.  9 

1940,  deficit 3.  9 

1941,  deficit 6.  2 

1942,  deficit 21.  5 

194.3,  deficit 57.  4 

1944,  deficit .51.  4 

194.5,  deficit ,13.  9 

1946,  deficit 20.  7 

1947,  surplus .  8 

1948,  surplus 8.  4 

1949,  deficit 1.  8 

19.50,  deficit 3.  1 

19.51,  surplus 3.  5 

1952.  deficit 4.  0 

19.5.3.  deficit 9.  4 

19.54,  deficit 3.  1 

1  Preliminary  estimate. 


of  dollars] 
In  year  ending  .Tune  30 — Continued  : 

1955,  deficit 4. 

1956,  surplus 1. 

1957,  surplus 1. 

19.58,  deficit 

1959,  deficit 

1960,  surplus 

1961,  deficit 

1962,  deficit 

1963,  deficit 

1964,  deficit .5, 

1965,  deficit 1 

1966,  deficit 3 

1967,  deficit 8, 

1968,  deficit 25 

1969,  surplus 

1970,  deficit 

1971,  deficit 

1972,  deficit 

1973,  deficit 

1974,  deficit 

197.5,  deficit^ 35.0 

1976,  deficit' 52.0 


12.4 
1.2 
3.9 
7.1 
4.8 
.5.9 
6 
8 
7 

25.  2 

.3.2 

2.8 

23.0 

2.3.  2 

14!  3 

3.5 

3.' 
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The  huge  deficits  of  1975  and  1976  will  not  only  pave  the  way  for  future 
inflation,  but  they  threaten  the  capital  markets  where  business  must  secure  the 
necessary  financing  to  survive  and/or  expand.  By  its  own  estimates,  the  Treasury, 
during  this  calendar  year,  1975,  will  go  into  the  capital  markets  for  almost 
$70-billion  in  net  new  financing.  This  means  that  this  year  the  Federal  Govern- 
ment will  be  raising  more  net  new  money  in  the  capital  markets  than  raised  by 
all  borrowers  public  and  private,  last  year  or  any  other  year  in  the  past.  In 
fiscal  years  1955  through  1959,  the  Federal  Budget  accounted  for  20  iier  cent 
of  net  funds  raised  in  the  capital  markets ;  between  1970  and  1974,  the  Federal 
share  grew  to  45  per  cent.  With  the  estimated  budget  deficit  for  fiscal  year  1976, 
total  Federal  borrowing  could  well  account  for  as  much  as  65  per  cent  of  the 
capital  markets.  Add  to  this  the  anticipated  borrowing  by  state  and  local  govern- 
ments, and  total  government  borrowing  during  the  coming  fiscal  year  might  be 
80  per  cent  of  the  capital  markets.  This  would  leave  only  20  per  cent  to  private 
industry  in  a  financial  market  that  has  always  been  the  centerpiece  of  our  free 
euteiiirise  system.  If  this  happens,  interest  would  soar  to  ever  new  highs. 
Businesses,  contractors,  home  purchasers,  and  so  forth,  would  find  it  terribly 
diflacult  to  obtain  loans  and  recession  would  be  the  inevitable  i-esult,  meaning 
the  loss  of  productivity  and  jobs. 

If  you  find  all  of  the  foregoing  appalling,  consider  the  national  debt  now 
standing  at  over  $.530-billion.  Of  course,  it  is  the  interest  payments  on  the  national 
debt  rather  than  the  debt  itself  which  will  be  the  real  burden  on  future  genera- 
tions. Ten  years  ago,  interest  on  the  debt  came  to  $10-billion  a  year;  it  is  over 
$35-billion  a  year.  The  increase  in  the  national  debt  has  added  to  the  interest 
burden  not  only  of  our  grandchildren  but  of  the  present  generation  as  well. 
Interest  payments  go  to  private  Americans — institutions  and  individuals — who 
have  invested  their  money  in  government  securities.  To  them,  the  interest  is 
income,  not  a  burden.  But  for  the  taxpayers  at  large,  there  is  no  question  that 
interest  payments  on  the  national  debt  are  a  heavy  burden.  They  stand  as  ample 
proof  that  we  must  put  an  end  to  deficit  spending  and  regain  a  sense  of  fiscal 
integrity. 

Prior  to  the  Great  Depression  the  almost  unanimoiisly  held  view  was  that 
government  budgets,  the  Federal  Budget  included,  ought  to  be  balanced.  Govern- 
ments were  almost  universally  condemned  as  irresponsible  if  expenditures 
exceeded  tax  revenues  except  for  accidental  reasons.  Deficit  financing  was 
admitted  to  be  unavoidable  during  times  of  war,  but  in  nonwar  periods  govern- 
ments were  careful  to  preserve  financial  integrity,  a  tenn  which  was  held  to 
be  almost  synonymous  with  the  annually  balanced  budget.  The  fact  that  govern- 
ments were  run  by  politicians  was  taken  as  added  reason  for  insisting  on  fiscal 
discipline. 

During  the  New  Deal,  however,  deliberately  unbalanced  budgets  and  "pump 
priming"  calculated  to  eliminate  unemployment  became  the  order  of  the  day.  The 
notion  was  that  temporary  expenditures  would  set  the  economy  going  again  and 
the  Federal  Government  could  then  step  out  of  the  picture.  It  was  widely  accepted 
that  the  maintenance  of  full  employment  was  more  important  than  any  strict 
adherence  to  the  "ancient  fiscal  rule''  of  a  balanced  budget. 

What  no  one  likes  to  point  out  is  that  deliberate  unbalancing  of  the  Federal 
Budget  and  expansion  of  governmental  activity  during  the  1930's  never  did  solve 
the  problem  of  large-scale  unemployment.  Yet.  the  philosophy  that  it  is  essential 
for  the  government  to  run  a  perpetual  deficit  while  Federal  expenditures  provide 
employment  remains  very  much  with  us.  Moreover,  government  programs  once  re- 
garded as  temporary  and  undertaken  in  order  to  prime  the  pump  are  still  around, 
and  indeed  account  for  ever-growing  government  outlays.  And  it  is  easy  to  see 
that  the  abandonment  of  the  principle  of  the  annually  balanced  budget  has  biased 
decision-making  over  the  years  in  the  direction  of  deficit  financing.  Members  of 
Congress  will  rarely  create  surpluses  since  the  tax  cutters  and  the  expenditure 
expanders  are  the  pressure  groups,  not  the  tax  increasers  and  expenditure  cutters. 

Does  this  suggest  that  the  annually  balanced  budget  should  be  restored  to  its 
former  place  as  the  ideal  of  fiscal  responsibility?  My  answer  to  that  is  an  un- 
equivocal yes.  In  fact,  as  I  indicated  at  the  outset  of  my  remarks.  I  would  carry 
things  a  step  further  and  add  to  the  U.S.  Constitution  the  proposed  amendment 
which  is  spelled  out  in  Resolution  55.  There  will  be  those,  of  course,  who  will  say 
that  this  resolution  presently  stands  very  little  chance  of  .securing  the  two-thirds 
vote  in  the  U.S.  House  and  Senate  needed  for  submission  of  a  proposed  consti- 
tutional amendment  to  the  American  states  for  ratification.  That,  unfortunately, 
is  probably  an  accurate  assessment  given  the  political  thinking  of  a  majority  of 
61-823—76 4 
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the  c-urrent  members  of  Congi-ess.  It  is  my  hope,  however,  that  the  hearings  on 
this  measure  will  force  the  average  citizen  to  take  a  closer  look  at  the  fiscal  ac- 
tivities of  the  Federal  Government  and  to  ask  himself  if  there  is  not  something 
terribly  worrisome  about  this  escalation  in  spending  and  enormous  budget  deficits 
that  drain  off  needed  loan  funds  for  the  private  sector  because  of  excessive  gov- 
ernment borrowing.  I  am  confident  that  the  average  citizen  is  going  to  wonder  if 
the  Federal  Government  can  or  should  constantly  spend  more  than  it  takes  in. 
And  while  a  precise  comparison  camiot  be  made  between  the  Federal  Budget  and 
the  budget  of  the  average  citizen,  I  think  there  are  enough  similarities  to  con- 
vince the  average  citizen  that  it  is  high  time  we  regained  control  of  Federal 
spending  and  balanced  our  nation's  budget.  I  think  that  the  average  citizen  is 
going  to  throw  up  his  hands  and  say  "no  more."  I  think  he  is  going  to  demand 
that  the  Federal  Government  call  a  halt. 

Still  other  critics  of  this  proposal  will  undoubtedly  argnie  that  even  if  a  require- 
ment that  the  Federal  Budget  be  balanced  ever  became  part  of  the  supreme  law 
of  the  land  that  that  goal  would  be  impossible  to  achieve.  It  would  be  impossible, 
I  am  certain  they  will  contend,  because  three-fourths  of  the  Federal  Budget  are 
so-called  "uncontrollable"  expenditures,  in  which  substantial  cuts  cannot  be  made. 
My  answer  to  that  has  been,  and  remains,  that  the  budget  is  uncontrollable  be- 
cause the  Congress  has  made  it  so.  Congress  "holds  the  purse  strings,"  and  what- 
ever the  Congress  has  done,  it  has  the  power  to  undo.  Congress  in  cooperation 
with  the  Executive  Branch  would  simply  have  to  make  the  hard  decisions  that 
would  be  necessary  in  order  to  cut  back  on  government  spending  to  be  in  compli- 
ance with  a  constitutional  provision  of  the  type  embodied  in  Resolution  55.  To 
reduce  Federal  outlays  now,  or  in  the  next  year  or  so  would  cause  some  disloca- 
tions in  our  economy,  but  they  would  be  minor  in  comparison  to  the  dislocations 
we  will  experience  if  we  continue  along  our  present  course. 

The  great  difficulty  would  lie  in  determining  which  programs  should  be  cut. 
The  only  reasonable  means  of  eliminating  the  least  desirable  or  most  wasteful 
expenditures  is  to  cut  the  budget  on  a  program-by-program  basis.  To  advocate  an 
across-the-board  ciit  of  5  or  10  per  cent  would  encounter  legal  obstacles  and  make 
it  difficult  for  political  decision-makers  to  agree  to  cut  Social  Security.  Medicare, 
Veterans  benefits,  and  the  like.  Still  in  all,  the  budget  could  be  balanced  by  cutting 
ont  the  fat  as  has  been  demonstrated  by  a  recent  study  by  U.S.  Representative 
Philip  Crane  of  Illinois  entitled  "How  to  Cut  the  Budget :  A  Program  for  Fiscal 
Reform."  In  that  work.  Representative  Crane  argues  that  using  the  figures  in 
President  Ford's  proposed  budget  that  approximately  $52.5  billion  could  be  cut 
from  the  budget  for  fiscal  1976.  In  proposing  his  budget  cuts,  Representative 
Crane  recognizes  no  sacred  cows.  All  14  functional  areas  of  the  government  are 
reduced  (see  Table  II). 

Table  II. — Suggested  'budget  cuts— {Crane  study) 

Budget  Deficit  as  Proposed  by  President  Ford 

Proposed  reductions  by  function  :  Reduction 

For  fiscal  year  1976 billion__  $51.  9 

National  defense do 5.  75 

Foreign  affairs do 4.  963 

Space  and  technology mil!ion__  190 

Natural  i-esources,  environment,  and  energy billion —       3.  07 

Agriculture million__  812 

Community    development billion —       4.  62 

Commerce  and  transportation do 8.  29 

Education,  manpowei',  and  social  ser'^ices do 4.05 

Health    million__  723 

Public  assistance/income  security billion —     10.  62 

Veterans  benefits million —  269 

Law  enforcement  and  justice billion —       1. 156 

General  government nullion —  801 

Budget  allowances billion__       7.  55 

Total  budget  savings  under  Crane  proposals billion —     52.  804 

Another  valuable  publication  which  points  the  way  on  how  to  balance  the 
Federal  budget  is  by  Washington  reporter  Donald  Lambro.  He  has  examined 
50  major  and  minor  spending  programs  by  the  Federal  Government,  unearthed 
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the  critical  facts  about  their  performance,  and  offered  recommendations  for 
abolition  or  reduction.  In  his  book,  "The  Federal  Rathole,"  Mr.  Lambro  esti- 
mates that  among  these  programs  alone,  at  least  $25-billion  in  taxpayer's  money 
could  readily  be  saved.  And  Lambro's  evidence  is  persuasive.  There  are,  for 
instance,  some  1,250  Federal  advisory  committees  and  boards  embracing  every- 
thing under  the  sun.  They  cost  the  taxpayers  $75-million  a  year  and  produce 
nothing  of  demonstrable  value.  Then  there  is  the  $150-million  annually  pumped 
out  for  Federal  movie-making — including  no  less  than  six  fully  equipped  film- 
making agencies  in  HEW  alone,  585  separate  dental  films,  a  $64,000  series  teach- 
ing etiquette  to  Navy  officers,  and  so  forth. 

If  these  much-needed  programs  are  too  difficult  to  cut,  Lambro  has  others 
at  the  ready.  Like  the  $49.5-million  spent  by  the  National  Science  Foundation 
for  such  things  as  teaching  chimpanzees  to  talk  or  for  research  into  something 
called  "influence  of  dyadic  relationships  on  adherence  to  stressful  decisions." 
Or  like  $51S-million  promoting  low-interest  loans  to  foreign  competitors  to 
American  business,  or  the  $1.5-billion  to  the  International  Development  Asso- 
ciation will  give  away  to  foreign  nations.  And  Lambro's  list  of  expendables  goes 
on  and  on. 

The  Crane  and  Lambro  studies,  along  with  a  number  of  similar  works  on  the 
same  subject,  have  shown  that  a  balanced  budget  can  indeed  become  a  reality. 
It  all  depends  on  whether  we  have  the  courage  of  our  convictions  and  on  how 
far  vre  are  willing  to  go  in  making  sacrifices  in  domestic  programs  and  foreign 
giveaways.  Yet,  to  insure  that  we  will  eventually  accomplish  this  objective,  we 
must  have  a  mandatory  balanced  budget  provision  in  the  U.S.  Constitution. 
Nothing  could  be  more  in  keeping  with  the  spirit  of  our  Bicentennial  Celebra- 
tion than  to  once  again  return  fiscal  responsibility  to  the  operation  of  the  Federal 
Government. 

Senator  Foxg.  Senator  Tliurmond  ? 

STATEMENT  OF  HON.  STUOM  THUEMOND 

Senator  Thurmond.  Thank  you,  ]\Ii'.  Chairman  and  members  of 
the  committee. 

]Mr.  Chairman,  I  am  pleased  to  appear  before  the  Subcommittee  on 
Constitutional  Amendments  today  to  testify  on  behalf  of  S.J.  Res. 
55.  This  resolution  of  which  I  am  a  cosponsor  proposes  a  constitu- 
tional amendment  to  require  a  balanced  budget  for  the  Federal 
(Jo^•ernment. 

A  two-thirds  vote  of  the  House  and  the  Senate  and  ratification  by 
three-fourths  of  the  States  on  this  proposed  constitutional  amendment 
will  provide  a  means  to  restore  stability  and  strength  to  our  Nation's 
economy. 

^Ir.  Chairman,  of  the  21  years  I  ha^-e  been  in  the  U.S.  Senate,  the 
])udget  has  been  balanced  only  four  times.  This  unfortunate  practice 
of  Federal  spending  beyond  available  revenues  has  resulted  in  a 
public  debt  totaling  a  staggering  $533.2  billion  as  of  June  30,  1975, 
^vith  a  projection  of  at  least  $60  billion  to  be  added  in  this  fiscal  year 
]07().  Interest  alone  for  fiscal  1975  totaled  $32.7  billion.  It  is  distress- 
ing to  note  that  interest  on  the  public  debt  is  our  third  largest  budget 
item,  exceeded  only  by  national  defense  outlays  and  income  security 
outlays. 

The  American  people  ask,  and  justifiably  so,  how  the  country  has 
been  put  so  deeply  in  debt.  The  responsibility  of  this  unfortunate 
situation  falls  squarely  on  the  shoulders  of  the  IMembers  of  Congress 
who  have  persisted  in  establishing  massive  Federal  programs  with- 
out regard  to  their  cost.  The  last  decade  of  Congress  dealing  in  fiscal 
matters  has  been  one  of  serious  irresponsibility.  The  attitude  that  has 
pre^-ailed  in  Congress  in  recent  years,  that  problems  can  be  solved 
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if  enough  money  is  spent  on  them,  has  put  tliis  Nation  on  the  verge 
of  bankruptcy. 

We  cannot  spend  our  way  into  Utopia.  Our  citizens  are  demanding 
a  reassessment  of  tliis  approacli.  They  liave  come  to  realize  that  some- 
where, sometime,  someone  has  to  pay.  Our  citizens  have  begun  to  do 
just  that  in  recent  years  througli  inflation  that  has  eaten  away  at  the 
purchasing  power  of  the  dollar.  In  my  opinion,  excessive  and  irrespon- 
sible spending  of  the  Federal  Government  has  been  the  primary  cause 
of  inflation,  which  has  had  the  effect  of  reducing  the  standard  of  liv- 
ing for  so  many  of  our  citizens. 

Furthermore,  rampant  inflation,  as  we  have  recently  witnessed,  even- 
tually leads  to  depressed  economic  activity,  which  means  loss  of  jobs. 
If  the  Congress  continues  to  mortgage  our  country's  future,  we  are 
inviting  economic  disaster.  I  am  convinced  that  if  the  Congress  con- 
tinues to  spend  beyond  its  means,  our  country  niay  be  driven  into  a 
depression  the  severity  of  which  we  have  never  witnessed  before. 

Mr.  Chairman,  for  a  number  of  years,  I  have  supported  an  approach 
utilizing  a  constitutional  amendment  to  require  a  balanced  budget. 
I  think  it  is  regrettable  that  a  constitutional  amendment  would  be 
necessary  to  restore  fiscal  responsibility  to  the  U.S.  Congress.  It  has 
been  my  hope  that  Members  of  our  legislative  branch  collectively  would 
exhibit  the  judgment  and  restraint  that  commonsense  citizens  through- 
out this  country  exhibit  in  planning  a  simple  household  budget.  It 
seems  elementary  that  a  country,  just  like  an  individual,  cannot  con- 
tinually spend  more  than  its  available  revenue.  However,  it  appeai-s  as 
a  practical  matter  that  it  is  unlikely  that  Congress  will  face  up  to  its 
responsibilities  and  make  the  difficult  decision  to  balance  the  budget 
without  a  provision  of  this  nature. 

Senate  Joint  Resolution  55,  as  proposed  to  be  modified,  would  require 
a  budget  deficit  to  be  offset  by  a  surtax  to  be  levied  in  the  calendar  year 
following  the  fiscal  year  in  which  the  deficit  was  incurred.  Congress 
will  have  the  opportunity  to  hold  the  line  on  Government  expenditures 
so  a  surtax  will  not  be  necessary.  However,  if  expenditures  are  made 
in  excess  of  available  revenues,  a  surtax  sufficient  to  offset  the  excess 
expenditures  will  automatically  go  into  effect.  The  essence  of  this 
approach  is  simple — if  expenditures  exceed  revenues,  a  surtax  will 
be  levied  to  maintain  a  balanced  budget. 

Mr.  Chairman,  we  are  all  aware,  from  a  political  standpoint,  that 
tax  increases  are  very  unpopular.  Certainly,  we  should  not  impose 
taxes  on  our  citizens  unless  necessary  to  raise  revenue  for  desired 
programs  and  essential  Government  operations.  However,  a  con- 
stitutional amendment  requiring  a  balanced  budget  would  insure  that 
the  people  know  exactly  what  it  will  cost  in  terms  of  taxes  to  finance 
Federal  programs.  In  my  opinion,  the  Congress  has  been  misleading 
the  American  people  about  the  true  costs  of  programs  by  continuing 
to  increase  expenditures  without  raising  taxes.  If  the  American  people 
want  massive,  expensive  Federal  programs,  and  are  willing  to  pay 
for  them,  then  that  is  their  choice.  But  the  point  is,  they  should  know 
the  true  costs  of  these  programs  and  have  an  opportunity  to  express 
their  views  to  their  representatives  in  Congress.  I  would  like  to  point 
out  that  many  expenditures  made  by  Congress  are  for  laudable,  worth- 
while purposes,  and  I  am  not  attacking  the  merit  of  all  of  these  expend- 
itures. However,  I  do  think  the  American  people  have  a  right  to 
know  the  facts. 
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]Mr.  Chairman,  there  are  those  who  tell  us  not  to  worry  about 
orowth  in  the  national  debt  as  long  as  our  economy  continues  to 
expand.  This  is  a  position  to  which  I  do  not  subscribe.  Moreover,  it 
ignores  that  fact  that  the  ratio  of  Federal  debt  to  gross  national 
l^roduct  is  presently  increasing.  In  terms  of  current  dollars,  the  country 
is  experiencing  slower  growth  in  GNP  than  Federal  spending.  In  the 
last  10  years,  the  GNP  has  increased  by  approximately  100  percent. 
Federal  spending  for  the  same  period  has  increased  more  than  160 
percent. 

One  of  the  imfortunate  consequences  of  continued  and  excessive 
Federal  spending  has  been  the  necessity  of  the  Federal  Government 
to  compete  with  the  private  sector  for  funds  in  the  capital  markets. 
For  the  past  several  years,  capital  investment  in  our  country  has  fallen 
behind  that  of  such  investment  in  other  industrialized  countries.  In- 
deed, it  appears  to  be  a  matter  of  general  agreement  that  one  of  the 
key  elements  to  economic  stability  and  growth  in  the  United  States  is 
capital  expansion  in  the  private  sector.  Capital  expansion  leads  to 
increased  capacity  and  production  which  means  greater  employment 
opportunities  for  citizens.  It  has  been  estimated  that  the  United  States, 
including  both  the  Government  and  private  sectors,  will  need  a 
whopping  $4.5  trillion  in  new  capital  during  the  next  10  years. 

Recently,  a  numl^er  of  proposals  have  been  advance  to  facilitate 
and  assist  industry  in  meeting  its  capital  needs.  Mr.  Chairman,  I 
submit  that  one  of  the  most  elfective  steps  we  can  take  in  this  direc- 
tion is  to  move  toward  a  balanced  budget.  This  will  alleviate  the 
necessity  of  the  Federal  Go^•ernment  going  in  and  competing  with 
private  borrowers  in  the  capital  markets.  Secretary  of  the  Treasury 
Simon  has  indicated  to  the  House  Ways  *ind  Means  Committee  that 
the  Treasury  Department  will  be  coming  into  the  capital  markets  fj)r 
almost  $70  billion  of  net  new  financing  during  1975.  For  fiscal  1976, 
the  Government  sector  which  includes  Federal,  State,  and  local  gov- 
ernments, has  been  estimated  to  account  for  80  percent  of  the  funds 
raised  in  the  securities  markets,  and,  on  a  broader  basis,  50  percent 
of  the  funds  in  the  general  financial  markets,  which  include  home 
mortgages  and  short-term  credit. 

Excessive  Federal  competition  for  available  credit  crowds  other 
borrowers  out  of  the  market  with  the  effect  of  pushing  up  interest 
rates.  By  requiring  a  balanced  budget  and  thus  curtailing  Federal 
borrowing,  tlie  pressure  on  interest  rates  would  be  reduced.  Surely 
no  one  would  argaie  that  a  reduction  in  interest  rates  is  not  a  desirable 
olyjective. 

]Mr.  Chairman,  I  am  very  ]:>leased  that  the  proposed  constitutional 
amendment  includes  a  mechanism  whereby  the  balance-the-budget 
requirement  can  be  set  aside  in  case  of  a  grave  national  emergency, 
such  as  a  state  of  declared  war,  or  serious  depression.  In  such  a  situa- 
tion, the  requirement  will  be  suspended  for  periods  of  1  year  upon 
three-fourths  vote  of  both  the  Senate  and  the  House  of  Representa- 
tives. This  provision  adds  desirable  flexibility  so  that  we  might  be 
able  to  make  necessary  expenditures  in  a  situation  where  the  security 
of  our  Nation  is  threatened. 

Mr.  Chairman,  I  am  pleased  that  my  home  State  of  South  Carolina 
has  a  constitutional  provision  requiring  a  balanced  budget  on  the 
State  government  level.  Article  10,  section  2  of  the  South  Carolina 
constitution  requires  that  the  general  assembly  shall  levy  sufficient 


50 

taxes  to  cover  the  expenses  of  the  State  on  a  yearly  basis.  In  my 
opinion,  tliis  provision  is  primarily  responsible  for  the  sound,  stable 
financial  condition  of  my  State.  I  am  proud  to  report  to  you  that 
South  Carolina  is  presently  1  of  only  12  States  with  a  triple  A  bond 
rating. 

As  a  former  Governor,  I  have  had  the  personal  experience  of 
witnessing  the  successful  operation  of  oo^ernment  under  a  provision 
requiring  a  balanced  budget.  Yes,  Mr,  Chairman,  government  can 
operate  successfully  under  a  balance-the-budget  requirement  and  the 
rewards  are  substantial.  The  rewards  include  a  sound  financial  state 
of  health  with  substantial  economic  growth. 

I  am  most  pleased  that  Hon.  Grady  L.  Patterson,  Jr.,  treasurer 
of  the  State  of  South  Carolina,  is  scheduled  to  appear  before  this 
subcommittee  on  October  7,  to  testify  further  on  South  Carolina's 
constitutional  provision  and  what  it  has  meant  to  my  State  in  finan- 
cial terms.  He  will  be  accompanied  by  a  group  of  distinguished  leaders 
from  mv  State,  representing  a  variety  of  occu]:>ations  and  professions, 
who  will  also  appear  in  support  of  a  balance-the-budget  approach  for 
the  Federal  Government, 

jSIr.  Chairman,  we  need  to  provide  the  country  with  the  option 
of  adopting  a  constitutional  amendment  to  require  a  balanced  budget. 

All  the  rhetoric  we  continue  to  hear  from  Members  of  Congress 
about  fiscal  responsibility  cannot  hide  the  fact  that  the  Federal 
Government  continues  to  sjDend  and  spend  without  regard  to  avail- 
able revenues.  "We  need  to  take  positive  action  now  to  put  the  Federal 
Government  on  a  ])ay-as-you-go  basis  before  it  is  too  ]iite.  I  believe 
Senate  Joint  Resolution  55  is  a  reasonable,  direct,  and  effective  method 
of  dealing  with  the  fiscal  irresponsibility  that  has  plagued  our  great 
Xation  in  recent  years. 

Thank  you  ver^^  much. 

Senator  Foxg,  Thank  you.  Senator  Thurmond,  for  your  excellent 
presentation  of  your  views  on  this  provision  to  amend  the  Constitu- 
tion. 

Senator  McClure  ? 

I  am  rushing  the  hearin<x  because  we  have  an  executive  session  of 
the  Judiciarv  Committee,  which  is  in  session  now. 

Senator  Scott.  Mr.  Chairman,  before  the  Senator  commences.  I 
would  like  to,  either  later  this  morning,  or  this  afternoon — I  under- 
stand Senator  Curtis  will  be  available  this  afternoon — I  would  lilce 
to  explore  with  him  at  his  convenience,  either  later  this  moriiing  or 
this  afternoon,  some  of  the  provisions  of  this  bill,  how  they  will  work. 
I  am  in  agreement  with  him,  but  there  are  some  questions  that  I  feel 
we  should  have  clarified  to  my  satisfaction,  for  the  committee's  satis- 
faction, and  for  the  record. 

Senator  Foxo.  I  want  to  thank  you  for  volwiteering  to  chair  this 
meeting  this  afternoon;  I  must  be  absent  for  a  House-Senate  confer- 
ence. 

Senator  Scott.  I  volunteer,  like  they  do  in  the  militarv. 

Senator  Chrtis.  ]\Ir,  Chairman,  mav  I  inquire  what  the  plans  nre? 

Senator  Foxg,  We  shall  continue  this  afternoon  at  2  o'clock.  ]My 
distinimisbpd  colleague  from  Virginia  will  chair  the  hearing,  I  have  to 
be  at  the  House-Senate  conference  on  appropriations  this  afternoon. 

Senator  Cltrtis.  At  what  time  will  we  adjourn  this  morning? 
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Senator  Foxo.  I  ^Yill  try  to  ^o  as  far  as  we  can.  nntil  the  chairman 
of  the  Judiciary  Committee  calls  me.  So,  we  will  proceed  with  Senator 
McClure. 

STATEMENT  OF  HON.  JAMES  A.  McCLTJRE 

Senator  McClure.  Thank  you  very  much,  Mr.  Chairman.  I  recog- 
nize the  call  on  duties  that  divide  our  time,  your  time  and  niy  time, 
and  the  time  of  the  other  Members  of  the  Senate. 

I  am  pleased  to  have  this  opportunity  to  testify  before  this  committee 
as  it  considers  an  issue  as  important  as  the  balanced  budg-et  require- 
ments contained  in  Senate  Joint  Resolution  55.  I  don't  think  there  is 
a  more  important  issue  that  could  confront  the  Congress  than  the 
implications  of  this  measure. 

Most  of  us  recognize  that  bndgets  are  simply  plans  expressed  in  fi- 
nancial terms,  and  such,  their  size  and  scope  reflect  the  extent  of  the 
activities  undertaken.  For  this  reason  alone,  the  sheer  size  of  the  Fed- 
eral budget,  regardless  of  its  deficit  or  surplus  position,  is  of  concern  in 
any  democratic  society.  The  Federal  budget  has  not  always  been  as 
large  a  factor  in  our  national  life,  nor  has  it  been,  historically,  in  a 
deficit  position. 

Prior  to  1900.  the  budget  needs  of  the  new  Xation  were  initially 
provided  for  by  a  growing  stream  of  customs  revenues.  Occasionally 
deficits  did  appear,  but  they  were  invariably  associated  vrith  periods 
of  economic  recession  or  war.  As  such,  there  was  reason  to  believe 
that  each  of  these  deficits  was  temporary  in  nature  and  self-correcting 
in  the  short  run.  In  fact,  during  this  period,  a  series  of  actual  sur- 
pluses reduced  the  size  of  the  national  debt. 

During  the  period  of  time  from  the  War  Between  the  States  until 
World  War  I.  our  national  debt  never  exceeded  the  level  achieved 
in  1866.  Customs  duties  were  replaced  as  a  primary  tax  source  during 
this  period,  and  Federal  income  was  increased  by  revenues  from  land 
sales  and  direct  tax  levies  in  other  areas.  Since  these  nevr  taxes  notice- 
ably affected  the  citizen,  they  were  less  enthusiastically  supported  than 
the  customs  duties. 

As  a  reaction  to  rising  levels  of  Federal  expenditures,  the  Sundry 
Civil  Appropriation  Act  of  1909  required  the  Secretary  of  the  Treas- 
ur}^  to  estimate  expenditures  and  I'evenues.  In  addition,  the  Secretary 
was  required  to  suggest  expenditure  reductions  when  it  appeared  that 
spending  would  exceed  anticipated  revenues.  As  such,  the  1909  act 
was  probably  our  first  attempt  to  legislate  a  balanced  budget.  In  1921, 
revenues  and  expenditures  were  combined  in  a  budget  format.  The 
Budget  and  Accounting  Act  of  1921  also  defined  the  budgetary  respon- 
sibility of  the  legislative  and  executive  branches.  From  that  time  until 
the  depression  of  the  1930's,  budget  surpluses  were  achieved  in  each 
year. 

Budget  deficits  reappeared  in  1931.  In  1936.  Eepresentative  W.  D. 
]McFarland  submitted  a  bill,  H.R.  11895,  which  would  have  required 
changes  in  tax  rates  designed  to  cover  any  deficit  projected  in  the 
Presidential  budget.  In  response  to  increasing  levels  of  the  national 
debt,  and  annual  deficits  during  World  War  II  and  thereafter,  a 
number  of  resolutions  and  bills  designed  to  control  deficit  spending 
have  been  introduced.  In  the  current  Congress,  some  19  buclget-balanc- 
ins  and  debt-reduction  bills  are  imder  consideration. 
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More  recently,  Congress  lias  attempted  to  achieve  control  over 
expenditures  and  deficits  with  the  enactment  of  the  Congressional 
Budget  and  Impoundment  Control  Act  of  197-1.  In  spite  of  the  in- 
creased control  which  this  legislation  makes  possible,  it  is  generally 
anticipated  that  the  deficit  for  fiscal  year  1976  will  exceed  $70  billion ; 
and  my  own  personal  estimate  is  that  it  will  possibly  be  nearer  $88 
billion.  It  is  my  opinion  that  the  deficit  and  our  inability  to  control  it 
are  vital  issues  which  have  a  significant,  if  unrecognized,  impact  on 
our  society. 

When  families  or  businesses  incur  repeated  and  rising  operating 
deficits,  bankruptcy  inevitably  follows.  When  the  Federal  Government 
incurs  such  deficits,  inflation  is  the  inevitable  consequence.  This  cur- 
rent romid  of  inflation  marks  our  fifth  national  experience  with  rap- 
idly rising  prices.  Like  our  previous  rounds  of  inflation,  this  one  began 
in  a  war ;  but  unlike  its  four  predecessors,  it  has  carried  over  into  the 
postwar  period  for  a  substantial  length  of  time.  The  budget  deficits 
at  the  Federal  level  which  caused  previous  rounds  of  inflation  were 
modest  by  present  standards.  Since  1965,  we  have  run  cumulative 
deficits,  excluding  the  current  year,  of  $100  billion,  and  over  40  per- 
cent of  the  deficit  has  been  financed  by  printing  money.  Deficits  in  a 
fully  employed  economy  do  not  stimulate  increases  in  production, 
but  only  increases  in  the  price  level. 

Certainly,  all  deficits  are  not  inflationary.  However,  they  do  provide 
an  almost  irresistible  temptation  to  finance  them  in  an  inflationary 
nianner.  Of  the  three  normal  methods  employed  in  the  financing  of 
the  deficit,  one  is  not  inflationary;  a  second  only  moderately  so;  and 
the  tliird  a  sure-fire  scheme  to  raise  prices  and  lower  the  value  of  all 
money  and  money-denominated  assets.  Let's  look  at  each  in  turn. 
In  the  face  of  a  predictable  deficit,  in  normal  times,  increased  taxation 
_  In  the  face  of  a  predictable  deficit,  in  normal  times,  increased  taxa- 
tioii  which  transfers  funds  from  private  hands  to  the  Pul)lic  Treasury  is 
basically  noninflationary.  Public  spending  rises,  and  private  spending 
falls  by  the  amount  of  the  tax. 

A  second  method  which  could  be  employed  involves  the  Treasury  in 
borrowing,  from  the  pool  of  loanable  funds,  an  amount  sufficient  to 
cover  the  deficit  incurred.  In  this  situation,  interest  rates  rise  and 
private  borrowers,  whose  activities  are  higlily  interest-rate  sensitive, 
are  crowded  out  of  credit  markets.  Inflationary  efi'ects  here  show  up 
as  ripple  effects,  and  some  prices  increase.  Again,  however,  the  aggre- 
gate effects  on  the  price  level  are  manageable. 

In  the  third  deficit  financing  alternative,  the  borrowing  operations 
of  the  Treasury  are  repeated,  but  now  the  Federal  Reserve  purchases 
the  Treasury  obligations,  and  in  so  doing,  monetizes  the  newly  created 
debt.  This  is  done  in  such  a  way  that  Federal  spending  increases 
without  a  compensating  reduction  in  private  spending.  The  outcome 
of  such  a  series  of  events  is  clear — interest  rates  rise,  prices  rise,  specu- 
lational  purchases  begin,  and  the  economy  heats  up.  The  eventual 
result  is,  of  couree,  a  recession  occasioned  by  reduced  investment  spend- 
ing and  rapid  inventory  liquidation. 

Just  look  around  at  the  economy  today,  and  you  will  see  the  perverse 
results  of  a  monetized  deficit.  Modest  tax  surcharges  and  price  and 
wage  controls  were  employed  ineffectively  to  cope  with  the  symptoms 
of  a  problem  which  requires  a  more  fundamental  approach.  Such 
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controls  were  the  economic  equivalent  of  rearranging  the  deck  chairs 
of  theT'^Ya;;^'^. 

The  first  step  which  must  be  taken  requires  that  we  recognize  the 
true  cause  of  our  current  difficulty.  Who  is  responsible  ?  How  can  tlie 
gfuilty  party  be  controlled  ?  It  is  obvious  to  me  that  the  Federal  Gov- 
ernment has  been  the  driving  force  behind  our  recent  price  spiral.  As 
proof  of  this,  we  have  only  to  consider  the  attempts  the  Government 
has  made  to  lay  the  blame  elsewhere.  For  example,  former  Treasury 
Secretar}^  Connally  indicated  his  position  when  he  said : 

We  are  all  causing:  inflation  through  oi:r  greed.  We  are  all  so  greedy  in  com- 
peting for  goods  and  services  that  we  are,  through  competition,  driving  up 
prices. 

In  this  view,  rising  expectations  and  free  markets  are  the  ultimate 
source  of  inflation.  Herbert  Stein,  just  prior  to  his  retirement  from 
the  Council  of  Economic  Advisers,  reinforced  this  view  by  indicating 
that  the  American  people  were  responsible  for  rising  prices.  Others 
have  viewed  high  interest  rates  and  inflation  as  an  outgrowth  of  a 
lack  of  competition  among  banks.  This  view  is  especially  exciting  since 
it  demonstrates  an  ignorance  of  both  histor}^  ancl  banking.  This  scape- 
goating  activity  at  the  Federal  level  has  reached  an  ethical  low  which 
should  not  be  tolerated  by  labor,  business,  or  the  American  people. 

The  principal  culprit  in  our  current  economic  difficulty  is  the  Fed- 
eral Government.  To  be  sure,  but  painful,  cure  for  inflation  and  the 
inflation-caused  recession  is  simply  to  slow  the  rate  of  growth  in  the 
money  supply.  Unfortunately,  this  cannot  be  done  without  the  elim- 
ination of  recurrent  high-employment  Federal  deficits.  In  turn,  defi- 
cits cannot  lie  controlled  until  we  recognize  two  facts : 

First,  money  expenditures  do  not  solve  social  problems:  and 

Second,  more  money  spent  on  a  bad  idea  will  not  make  that  idea 
good. 

One  clear  illustration  of  the  fact  can  be  found  in  the  current  finan- 
cial situation  of  New  York  City.  When  John  Lindsay  was  elected 
mayor  of  that  city,  he  boldly  proclaimed  that  the  city's  only  problem 
was  lack  of  money  in  the  public  sector.  He  contended  that  if  the 
municipal  budget  were  twice  its  size,  he  could  solve  every  existing 
problem.  The  day  John  Lindsay  left  office,  the  municipal  budget  was 
over  twice  as  large  as  when  he  was  first  elected.  Despite  that  fact, 
by  any  measure,  from  education  to  garbage  collection,  New  York  was 
a  worse  place  to  live  in  than  it  had  been  at  the  time  he  took  over. 

Money  does  not  solve  problems — for  individuals  or  for  nations. 
New  ideas  and  the  reaffirmation  of  older,  but  valid  financial  standards, 
however,  are  proven  methods  of  economic  problem  solving.  Today,  we 
should  tuni  our  attention  to  principles  of  fiscal  integrity  not  only 
because  we  hope  to  avoid  inflation,  but  also  because  we  strive  to  pre- 
serve this  democracy. 

You  will  recall  that  I  began  by  saying  that  a  budget  is  a  plan  of 
action  expressed  in  financial  terms.  The  scope  of  the  current  Federal 
budget  reflects  the  extent  to  which  the  Government  has  become  in- 
volved in  the  day-to-day  activities  of  its  citizens.  The  inflation  which 
that  budget  has  spawned  results  in  changes  in  the  incomes  of  people 
and  the  distribution  of  the  total  income  of  the  society.  It  is  more 
frightening  to  realize  that  these  basic  changes  have  occurred  in  large 
measure  without  legislative  action  or  political  consensus.  One  small 
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example  may  illustrate  this  point.  The  following  chart  shows,  for  a 
family  of  four,  the  rate  of  tax  increase  which  has  been  caused  by  the 
inflation  of  money  incomes,  within  a  proo-ressive  tax  structure/ 

I  think,  Mr.  Chairman,  you  have  the  chart  before  you,  T  will  not 
bother  to  read  the  figures;  I  ask  that  they  be  included  in  the  record. 

Senator  Foxg.  There  being  no  objection,  they  will  be  included. 

Senator  McClure.  The  etfective  Federal  tax  rate  of  this  typical 
family  has  risen  by  nearly  10  percent  from  1967  to  1974.  During  the 
period,  however,  no  tax  increases  were  voted.  In  shoi-t,  the  deficit 
resulted  in  taxation  without  representation.  I  wonder  if  we  have  not 
come  full  circle  in  the  past  200  years  of  the  Republic.  This  is  but  one 
small  example  of  the  tyranny  of  an  inflationary  deficit.  It  is  also 
interesting  to  note  that  mflationary  tax  increases* such  as  those  illus- 
trated caused  taxes  to  rise  in  this  recession  and  in  so  doing,  destroyed 
the  countercyclical  thrust  of  a  progressive  tax  system. 
_  Another  and  less  noticeable  impact  of  infl.ation  involves  a  redistribu- 
tion of  wealth  from  the  private  to  the  public  sector  and  within  the 
private  sector  itself.  The  Federal  Government  is  our  most  significant 
net  monetary  debtor.  Therefore,  inflation  permits  the  Government  to 
borrow  full  value  dollars  and  repay  with  devalued  dollars  at  a  later 
date.  An  example  of  such  an  inflationary  gain  at  the  Federal  level  can 
be  illustrated  as  follows : 

A  5  percent,  $1,000  Government  obligation  purchased  by  a  saver  in 
1967  and  held  to  maturity  in  1972  would  have  resulted  in  a  loss  of  pur- 
chasing power  of  principal  of  more  than  $195  to  the  investor.  Even 
when  the  interest  paid  is  added  back,  the  saver's  return  is  little  more 
than  zero. 

I  have  included  in  my  statement  a  table  which  shows  the  interest 
receipts  l)y  year,  the  purchasing  power  in  1967  dollars  by  year,  which 
shows  that  $250  in  interest  received  by  that  5-percent  Government  debt 
amounted  to  a  total  of  $219.26  in  purchasing  power. 

As  exhibit  Xo.  2  reveals,  the  $250  received  in  the  form  of  interest 
were  worth  only  $219.26  in  real  purchasing  power.  Thus,  the  saver's 
complete  return  in  constant  dollar  purchasing  power  was  $1,024.20,  or 
a  rate  of  return  on  his  $1,000  of  close  to  zero. 

In  short,  spending  policies  and  their  associated  deficits  have  func- 
tioned to  the  advantage  of  the  Treasury  and  its  clients,  while  working 
to  the  disadvantage  of  those  who  earn  and  those  who  save. 

The  larger  issue  which  the  budget  and  its  inevitable  deficits  raise, 
concerns  the  relationship  between  economic  and  political  freedom. 
Economic  freedom,  defined  as  the  ability  to  seek  to  satisfy  individual 
needs  by  individual  activities,  has  been  seriously  threatened  by  the  ex- 
panding size  of  the  Federal  budget. 

As  additional  revenues  and  responsibilities  pass  from  the  private  to 
the  public  sector,  fewer  individual  economic  choices  remain.  The  extent 
to  which  resources  have  gravitated  from  private  to  public  hands  is 
staggering.  The  rate  of  growth  in  government  si^ending  has  been 
breathtaking.  It  required  186  years  for  the  Federal  budget  to  reach 
$100  l)illion :  9  more  years  to  reach  $200  billion;  4  more  ye^ars  to  break 
the  $300  billion  mark.  An  even  more  revealing  figure  is  apparent  when 
we  look  at  government  spending  as  a  percentage  of  total  GNP.  Less 
than  45  years  ago  goverment  spending  was  only  12  percent  of  total 
spending.  Now  it  is  over  32  percent  of  the  national  total,  and  if  present 
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trends  continue,  government  will  be  doing  GO  percent  of  the  total  spend- 
inii-bvl999.  .,  .^.  . 

These  levels  of  spending  have  reduced  individual  responsibility  and 
have  increased  the  dependency  of  the  citizen  on  the  Government.  One 
indication  of  this  is  that  1  out  of  every  6  Americans  work  directly  for 
State  or  Federal  Government.  For  as  long  as  government  at  all  levels 
conrinues  its  attempt  to  regulate  an  even  larger  sphere  of  private  ac- 
tivity and  for  as  long  as  legislation  continues  to  be  responsive  but 
ji'i-esponsible,  the  size  of  the  budget  and  its  corresponding  deficit  will 
increase. 

The  purpose  of  Senate  Joint  Resolution  55  is  to  insure  that  growth 
in  Federal  expenditures  and  activities  is  matched  with  a  willingness  on 
the  part  of  taxpayers  to  approve  and  fund  that  growth.  It  is  my  per- 
sonal belief  that  when  people  recognize  that  there  is  no  free  lunch,  and 
when  the  costs  of  goverimient  are  clearly  knoAvn  to  them,  they  will  vote 
for  less  o-overnmcnt  and  more  private  responsibility. 

For  tiiis  and  other  reasons,  I  support  Senate  Joint  Eesolution  55, 
I  tliank  vou.  Isiv.  Chairman. 

Senator  Foxg.  Thank  you,  Senator  ]SIcClure,  for  your  very  thought- 
ful statement.  A  copy  will  be  included  in  the  record. 

[The   complete   statement   of   Senator   James  A.   INIcClure   is   as 

follows :] 

Statement  by  Senator  James  A.  McClure 

I  am  pleased  to  have  this  opportunity  to  testify  before  the  Committee  as  it 
considers  an  issue  as  important  as  the  balanced  budget  requirements  contained 
in  S.J.  Res.  55.  ^  .  , 

Most  of  us  recognize  that  Imdgets  are  simply  plans  expressed  m  financial 
terms,  and  as  such,  their  size  and  scope  reflect  the  extent  of  the  activities  under- 
taken. For  this  reason  alone,  the  sheer  size  of  the  Federal  budget,  regardless  of 
its  deficit  or  surplus  position,  is  of  concern  in  any  democratic  society.  The  Fed- 
eral budget  has  not  always  been  as  large  a  factor  iu  our  national  life,  nor  has 
it  been,  historically,  in  a  deficit  position. 

Prior  to  1900.  the  budget  needs  of  the  new  nation  were  initially  provided  for 
by  a  growing  stream  of  customs  revenues.  Occasionally  deficits  did  appear,  but 
they  were  invariably  associated  with  periods  of  economic  recession  or  war.  As 
such,  there  was  reason  to  believe  that  each  of  these  deficits  was  temporary  in 
nature  and  self-correcting  in  the  short  run.  In  fact,  during  this  period,  a  series 
of  actual  surpluses  reduced  the  size  of  the  national  debt. 

During  the  period  of  time  from  the  War  Between  the  States  until  World  War 
I.  our  national  debt  never  exceeded  the  level  achieved  in  1S66.  Customs  duties 
were  replaced  as  a  primary  tax  source  during  this  period,  and  Federal  income 
was  increased  by  revenues  from  land  sales  and  direct  tax  levies  in  other  areas. 
Since  these  new  taxes  noticeably  affected  the  citizen,  they  were  less  enthusi- 
astically supported  than  the  customs  duties. 

As  a  reaction  to  rising  levels  of  Federal  expenditures,  the  Sundry  Civil  Ap- 
propriation Act  of  1909  required  the  Secretary  of  the  Treasury  to  estimate 
expenditures  and  revenues.  In  addition,  the  Secretary  was  required  to  suggest 
expenditure  reductions  when  it  appeared  that  spending  would  exceed  anticipated 
receipts.  As  such,  the  1909  Act  was  probably  our  first  attempt  to  legislate  a  bal- 
anced budget.  In  1921,  revenues  and  expenditures  were  combined  in  a  budget 
format.  The  Budget  and  Accounting  Act  of  1921  also  defined  the  budgetary  re- 
sponsibility of  the  legislative  and  executive  branches.  From  that  time  until  the 
depression  of  the  1930's,  budget  surpluses  were  achieved  in  each  year. 

Budget  deficits  reappeared  in  1931.  In  1936,  Representative  W.  D.  McFarland 
submitted  a  bill  (H.R.  11895)  which  would  have  required  changes  in  tax  rates 
designed  to  cover  any  deficit  projected  in  the  Presidential  budget.  In  response  to 
increasing  levels  of  the  national  debt,  and  annual  deficits  during  World  War 
II  and  thereafter,  a  number  of  resolutions  and  bills  designed  to  control  deficit 
spending  have  been  inti-oduced.  In  the  current  Congress,  some  19  budget  balanc- 
ing and  debt  reduction  bills  are  under  consideration. 
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More  recently,  Congress  has  attempted  to  acliieve  control  over  expenditures 
and  deficits  with  the  enactment  of  the  Congressional  Budget  and  Impoundment 
Control  Act  of  1974.  In  spite  of  the  Increased  control  which  this  legislation  makes 
possible,  It  is  generally  anticipated  that  the  deficit  for  Fiscal  Year  1976  will 
exceed  $70  billion.  It  is  my  opinion  that  the  deficit  and  our  inability  to  control 
it  are  vital  issues  which  have  a  significant,  if  unrecognized,  impact  on  our  society. 

When  families  or  businesses  incur  repeated  and  rising  operating  deficits, 
bankruptcy  inevitably  follows.  When  the  Federal  Government  incurs  such 
deficits,  inflation  is  the  inevitable  consequence.  This  current  round  of  inflation 
marks  our  fifth  national  experience  with  rapidly  i-isiug  prices.  Like  our  previous 
rounds  of  inflation,  this  one  began  in  a  war ;  but  unlike  its  four  predecessors, 
it  has  carried  over  into  the  post-war  period  for  a  substantial  length  of  time.  The 
budget  deficits  at  the  Federal  level  which  caused  previous  rounds  of  inflation 
were  modest  by  present  standards.  Since  1965,  we  have  run  cumulative  deficits, 
excluding  the  current  year,  of  .$100  billion,  and  over  40%  of  the  deficit  has  been 
financed  by  printing  money.  Deficits  in  a  fully  employed  economy  do  not  stimulate 
increases  in  production,  but  only  increases  in  the  price  level. 

Certainly,  all  deficits  are  not  inflationary.  However,  they  do  provide  an  almost 
irresistible  temptation  to  flnance  them  in  an  inflationary  manner.  Of  the 
three  normal  methods  employed  in  the  flnancing  of  the  deficit,  one  is  not  infla- 
tionary, a  second  only  moderately  so,  and  the  third  a  sure-fire  scheme  to  raise 
prices  and  lower  the  value  of  all  money  and  money-denominated  assets.  Let's 
look  at  each  in  turn. 

In  the  face  of  a  predictable  deficit,  in  normal  times,  increased  taxation  which 
transfers  funds  from  private  hands  to  the  public  treasury  is  basically  non- 
flationary.  Public  spending  rises,  and  private  spending  falls  by  the  amount  of  the 
tax.  A  second  method  which  could  be  employed  involves  the  Treasury  in  bor- 
rowing, from  the  pool  of  loanable  funds,  an  amount  sufficient  to  cover  the  deficit 
incurred.  In  this  situation,  interest  rates  rise  and  private  borrowers,  whose  ac- 
tivities are  highly  interest-rate  sensitive,  are  crowded  out  of  credit  markets. 
Inflationary  effects  here  show  up  as  ripple  effects,  and  some  prices  increase. 
xYgain,  however,  the  aggregate  effects  on  the  the  price  level  are  manageable.  In 
the  third  deficit  financing  alternative,  the  borrowing  operations  of  the  Treasury 
are  repeated,  but  now  the  Federal  Reserve  purchases  the  Treasury  obligations, 
and  in  so  doing,  monetizes  the  newly  created  debt.  This  is  done  in  such  a  way 
that  Federal  spending  increases  without  a  compensating  reduction  in  private 
spending.  The  outcome  of  such  a  series  of  events  is  clear — interest  rates  rise, 
prices  rise,  speculational  purchases  begin  and  the  economy  heats  up.  The  even- 
tual result  is,  of  course,  a  recession  occasioned  by  reduced  investment  spending 
and  rapid  inventory  liquidation.  Just  look  around  at  the  economy  today,  and 
you  will  see  the  perverse  results  of  a  monetized  deficit.  Modest  tax  surcharges 
and  price  and  wage  controls  were  employed  ineffectively  to  cope  with  the 
symptoms  of  a  problem  which  requires  a  more  fundamental  approach.  Such  con- 
trols were  the  economic  equivalent  of  rearranging  the  deck  chairs  on  the  Tit-anic. 

The  first  step  which  must  be  taken  requires  that  we  recognize  the  true  cause 
of  our  current  difliculty.  Who  is  responsible?  How  can  the  guilty  part.v  be  con- 
trolled? It  is  obvious  to  me  that  the  Federal  Government  has  been  the  driving 
force  behind  our  recent  price  spiral.  As  proof  of  this,  we  have  only  to  consider 
the  attempts  the  government  has  made  to  lay  the  blame  elsewhere.  For  example, 
former  Treasury  Secretary  Connally  indicated  his  position  when  he  said. 
"We  are  all  causing  inflation  through  our  greed.  We  are  all  so  greedy  in  com- 
peting for  goods  and  services  that  we  are,  through  competition,  driving  up 
prices." 

In  this  view,  rising  expectations  and  free  markets  are  the  ultimate  source 
f)f  inflation.  Hebert  Stein,  .lust  prior  to  his  retirement  from  the  Council  of  Eco- 
nomic Advisors,  reinforced  this  view  by  indicating  that  the  American  people 
were  responsible  for  rising  prices.  Others  have  viewed  high  interest  rates  and 
inflation  as  an  outgrowth  of  a  lack  of  comnetition  among  banks.  This  view  is 
especially  exciting  since  it  demonstrates  an  ignorance  of  both  history  and  bank- 
ins.  This  scapegoating  activity  at  the  Federal  level  has  reached  an  ethical  low 
which  should  not  be  tolerated  by  labor,  biisiness  or  the  American  people. 

The  principal  culprit  in  our  own  current  economic  difficulty  is  the  Federal 
Government.  The  sure,  but  painful,  cure  for  inflation  and  the  inflation-caused 
recession  is  simply  to  slow  the  rate  of  growth  in  the  money  supply.  Unfortunately, 
this  cannot  be  done  without  the  elimination  of  recurrent  high-employment 
Federal  deficits.  In  turn,  deficits  cannot  be  controlled  imtil  we  recognize  two 
fncts:  1)  money  expenditures  do  not  solve  social  problems;  and  2)  more  money 
spent  on  a  bad  idea  will  not  make  that  idea  good. 
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( !)iie  clear  illustration  of  the  fact  can  be  found  in  the  current  financial  situa- 
tion of  New  York  City.  When  John  Lindsay  was  elected  Mayor  of  that  city,  he 
boldly  proclaimed  that  the  city's  only  problem  was  a  lack  of  money  in  the  public 
sector.  He  contended  that  if  the  municipal  budget  were  twice  its  size,  he  could 
solve  every  existing  problem.  The  day  John  Lindsay  left  office,  the  municipal  budg- 
et was  over  tmce  as  large  as  when  he  was  first  elected.  Despite  that  fact,  by  any 
measure,  from  education  to  garbage  collection,  New  York  was  a  worse  place  to 
live  in  than  it  had  been  at  the  time  he  took  over. 

IMoney  does  not  solve  problems — for  individuals  or  for  nations.  New  ideas  and 
the  reaffirmation  of  older  but  valid  financial  standards,  however,  are  proven 
methods  of  economic  problem  solving.  Today,  we  should  turn  our  attention  to 
principles  of  fiscal  integrity  not  only  because  we  hope  to  avoid  inflation,  but  also 
because  we  strive  to  preserve  this  democracy.  You  will  recall  that  I  began  by 
saying  that  a  budget  is  a  plan  of  action  expressed  in  financial  terms.  The  scope 
of  the  current  Federal  budget  reflects  the  extent  to  which  the  government  has 
liecome  involved  in  the  day-to-day  activities  of  its  citizens.  The  inflation  which 
that  budget  has  spawned  results  in  changes  in  the  incomes  of  people  and  the 
distribution  of  the  total  income  of  the  society.  It  is  more  frightening  to  realize 
that  these  basic  changes  have  occurred  in  large  measure  without  legislative  ac- 
tion or  political  consensus.  One  small  example  may  illustrate  this  point.  The 
following  chart  shows,  for  a  family  of  four,  the  rate  of  tax  increase  which  has 
been  cause<l  by  the  inflation  of  money  incomes,  without  a  progressive  tax 
structure : 

FEDERAL  TAXES 


Year 


Tax  as  a 

Real 

Money 

Federal 

After-tax 

After-tax 

percent  of 

family 

family 

Taxable 

tax 

money 

real 

money 

income 

income  ' 

income 

liability 

income 

income  2 

income 

$9,  076 

$9,  076 

$5,768 

$956 

$8, 120 

$8, 120 

10.5 

9,076 

9,457 

6,111 

3  1,  098 

8,359 

8,022 

11.6 

9,076 

9,968 

6,571 

3  1,219 

8,749 

7,968 

12.2 

9,076 

10,  556 

7,056 

3  1,231 

9,325 

8,018 

11.7 

9,076 

11,010 

6,879 

1,167 

9,843 

8,115 

10.6 

9,076 

11,373 

6,667 

1,127 

10,  246 

8,177 

9.9 

9,076 

12,078 

7,266 

1,241 

10,837 

8,142 

10.3 

9,076 

13,407 

8,407 

M,470 

11,937 

8,082 

11.0 

1967_ 
1968. 
1969. 
1970. 
1971. 
1972. 
1973. 
1974. 


>  Inflated  by  the  annual  growth  rate  in  the  consumer  price  index. 
-  Deflated  by  the  annual  average  consumer  price  index  for  each  year. 
3  Includes  surcharge. 
*  Excludes  rebate. 

Note:  Standard  deductions  joint  return. 


The  effective  federal  tax  rate  of  this  typical  family  has  risen  by  nearly  10% 
from  1967  to  1974.  During  the  period,  however,  no  tax  increases  were  voted. 
In  short,  the  deflcit  resulted  in  taxation  without  representation.  I  wonder  if  we 
have  not  come  full  circle  in  the  past  200  years  of  the  Republic.  This  is  but  one 
small  example  of  the  tyranny  of  an  inflationary  deflcit.  It  is  also  interesting  to 
note  that  inflationary  tax  increases  such  as  those  illustrated  caused  taxes  to  rise 
in  this  recession  and  in  so  doing,  destroyed  the  counter-cyclical  thrust  of  a 
progressive  tax  system. 

Another  and  less  noticeable  impact  of  inflation  involves  a  redistribution  of 
wealth  from  the  private  to  the  public  sector  and  within  the  private  sector  itself. 
The  Federal  government  is  our  most  significant  net  monetary  debtor.  Therefore, 
inflation  permits  the  government  to  borrow  full  value  dollars  and  repay  with 
devalued  dollars  at  a  later  date.  An  example  of  such  an  inflationary  gain  at  the 
federal  level  can  be  illustrated  as  follows : 

A  5%  1,000  Dollar  government  obligation  purchased  by  a  safer  in  1967  and 
held  to  maturity  in  1972  would  have  resulted  in  a  loss  of  purchasing  povv'er  of 
principal  of  more  than  195  dollars  to  the  investor.  Even  when  the  interest  paid 
is  added  back,  the  saver's  return  is  little  more  than  zero. 


58 

EXHIBIT  2 


$50 

$48.  08 

50 

45.86 

50 

43.48 

50 

41.60 

50 

40.24 

Interest  Purc^iasing  nower 

Year  receipt  in  1967  dollars 

1968. 

1969 

1970 

1971 

1972 

Total 250  219.00 

'  Deflated  by  the  GNP  implicit  price  deflator. 

As  Exhibit  2  reveals,  the  $250  received  in  the  form  of  interest  -were  worth 
only  $219.26  in  real  purchasing  power.  Thus,  the  saver's  complete  return  in 
constant  dollar  purchasing  power  was  $1,024.26  dollars  (805  +  219.26)  or  a  rate 
of  retuiTi  on  his  $1,000  of  close  to  zero. 

In  short,  .spending  policies  and  their  associated  deficits  have  functioned  to 
the  advantage  of  the  Treasury  and  its  clients,  while  working  to  the  disadvan- 
tage of  tho.-ie  who  earn  and  those  who  save. 

The  larger  issue  which  the  budget  and  its  inevitable  deficits  raise,  concerns 
the  relationship  between  economic  and  political  freedom.  Economic  freedom, 
defined  as  the  ability  to  seek  to  satisfy  individual  needs  by  individual  activi- 
ties, has  been  seriously  threatened  by  the  expanding  size  of  the  Federal  Budget. 
As  additional  revenues  and  responsibilities  pass  from  the  private  to  the  public 
sector,  fewer  individual  economic  choices  remain.  The  extent  to  which  resources 
have  gravitated  from  private  to  public  hands  is  staggering.  The  rate  of  growth 
in  government  spending  has  been  breath-taking.  It  required  186  years  for  the 
Fe<leral  budget  to  reach  100  billion  dollars ;  nine  more  years  to  I'each  200  billion 
dollars ;  four  more  years  to  break  the  300  billion  mark.  An  even  more  revealing 
figiire  is  apparent  when  we  look  at  government  si>ending  as  a  percentage  of  total 
GNP.  Less  than  45  years  ago  government  spending  was  only  12%  of  total  spend- 
ing. Now  it  is  over  32%  of  the  national  total,  and  if  present  trends  continue, 
government  will  be  doing  60%  of  the  total  spending  by  1999.  These  levels  of 
spending  have  reduced  individual  responsibility  and  have  increased  the  de- 
pendency of  the  citizen  on  his  government.  One  indication  of  this  is  that  one 
out  of  every  6  Americans  works  directly  for  State  or  Federal  government.  For 
as  long  as  government  at  all  levels  continues  its  attempts  to  re.gulate  an  even 
larger  sphere  of  private  activity  and  for  as  long  as  legislation  continues  to  be 
responsive  but  in-esponsible,  the  size  of  the  budget  and  its  corresponding  deficit 
will  increase.  The  purpose  of  S..I.  Res.  55  is  to  insure  that  growth  in  Federal 
exi^enditures  and  activities  is  matched  with  a  willingness  on  the  part  of  tax 
payers  to  approve  and  fund  that  growth.  It  is  my  personal  belief  that  when 
people  recognize  that  there  is  no  free  lunch  and  when  the  costs  of  government 
are  clearly  known  to  them,  they  will  vote  for  less  government  and  more  private 
responsibility. 

For  this  and  other  reasons,  I  support  S.J.  Res.  55. 

Thank  you. 

Senator  Foxo.  I  reo-ret  that  we  liave  to  recess  at  this  time,  as  the 
Judiciary  Committee  is  about  to  receive  a  quorum.  Senator  Scott  and 
I  will  make  the  quorum,  and  we  will  have  to  be  at  the  executive  ses- 
sion of  the  Judiciary  Committee  for  the  balance  of  the  morning. 

This  hearing  will  be  resumed  at  2  o'clock  this  afternoon,  when  we 
will  hear  from  Senator  Fannin,  Senator  Grarn,  Dr.  James  Buchanan, 
Dr.  William  Niskanen,  and  JSIr.  David  Halbrook. 

The  hearing  is  recessed  until  2  o'clock  this  afternoon. 

[Whereupon,  at  11 :05  a.m.,  the  subcommittee  recessed,  to  reconvene 
at  2  p.m.  on  the  same  clay.] 
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Senator  Scott.  The  committee  will  resume  its  session.  Is  Dr. 
Buchanan  here?  Doctor,  if  you  would,  Dr.  James  Buchanan  of  the 
Virginia  Polytechnic  Institute  at  Blacksburg;  it  is  very  good  to 
welcome  a  fellow  Virginian  to  the  committee. 

If  you  will  just  go  right  ahead,  proceed  in  any  way  you  care  to. 
Doctor.  If  you  want  to  insert  your  remarks  in  the  record  and  proceed 
with  your  own  remarks,  that's  fine ;  if  you  want  to  read  the  entire 
statement  into  the  record,  proceed  in  your  own  manner. 

STATEMENT  OE  DR.  JAMES  BUCHANAN 

Dr.  BuciiAXAX.  Thank  you  very  much,  Mr.  Chairman,  I  appreciate 
the  opportunity  to  appear  before 'the  subcommittee  at  these  hearings. 

I  think  I  will  submit  my  remarks,  written  remarks  for  the  record, 
and  then  I  will  just  make  a  few  comments  related  to  the  remarks  and 
go  over,  perhaps,  some  parts  of  them. 

Senator  Scott.  ]Might,  you.  Doctor,  identify  yourself  a  little  more 
fully,  just  so  we  will  know  a  little  more  about  you  ? 

Dr.  BucHAXAX.  All  right.  I  am  James  ]\I.  Buchanan,  university  pro- 
fessor of  economics  and  director.  Center  for  Study  of  Public  Choice, 
Virginia  Polytechnic  Institute,  Blacksburg,  Va.  I  ain  a  specialist, 
more  or  less,  in  public  finance,  and  especially  the  political  aspect  of 
])ublic  finance,  in  that  general  area. 

I  might  add.  in  my  written  remarks  I  am  joined  by  my  colleague, 
Prof.  Richard  Wagner,  with  whom  I  work  on  a  long-range  project  in 
this  whole  area  of  fiscal  responsibility. 

Many  of  the  parts  of  my  written  remarks  have  been  reflected  in  the 
four  excellent  presentations  by  the  Senators  we  had  this  morning,  and 
I  am  not  proposing  to  go  over  much  of  the  factual  record,  which  I  think 
is  for  all  of  us  to  see,  the  increasing  fiscal  irresponsibility  on  tlie  part  of 
the  Federal  Government;  and  when  my  friends  question  my  charges  to 
that  respect  I  generally  respond  by  saying,  ''We'll  wait  a  few  more 
years  and  see." 

So,  it  seems  to  me  that  the  charge  of  fiscal  irresponsibility  on  the 
i:)art  of  the  budgetary  makers,  or  budgetary  authorities — and  I  think 
the  executive  branch  and  the  Congress  share  in  this  responsibility — I 
think  that  is  becoming  increasingly  more  evident. 

In  a  way  I  want  to  represent  the  economists  here  at  this  hearing  and 
say  that  we  hov.r  our  own  share  for  this  debacle  we  now  find  ourselves 
in  because  I  think  we  can  truthfully  say  that  up  until  the  impact  of  the 
Keynesian  ideas  in  economics,  that  there  was  implicitly  a  constitu- 
tional constraint  on  the  political  leaders  who  made  the  budgets,  on  the 
budgetary  authority  of  both  the  Congress  and  the  executive  branch. 
It  wasn't  written  down  as  this  proposed  amendment  that  we  have 
been  talking  about  today;  but  implicitly,  there  was  a  balanced  budget 
constraint,  what  we  effectively  call  a  fiscal  constitution.  I  think  poli- 
ticians were  constrained  by  the  existence  of  this  sort  of  unwritten  rule ; 
the  standard  of  the  unwritten  rule  was  accepted  as  part  of  the  fiscal 
gospel.  The  economists  bear  the  primary  responsibility  for  destroying 
that  rule.  They  destroyed  that  rule  through  the  Keynesian  revolution, 
which  gave  an  intellectual  apologetic  for  unbalancing  budgets  in  one 
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direction,  and  that  was  essentially  an  emphasis  of  the  Keynesian  revo- 
lution in  terms  of  fiscal  policy. 

It  seems  to  me  the  best  way  to  interpret  is  to  say  it  destroyed  one 
genuine  aspect  of  our  fiscal  constitution.  I  think  the  economists  were 
very  naive,  very,  very  naive  because  they  adopted  essentially  policies, 
nonns  laid  down  by  Lord  Keynes;  and  they  forgot  that  the  norm 
ought  to  be  applied  to  a  democratic  political  system. 

Lord  Keynes,  as  his  biography  makes  quite  clear,  was  writing  his 
theory  and  writing  his  policy  norms  on  the  presupposition  that  a  few 
wise  men  would  really  be  the  dictators  and  they  could  run  the  country. 
They  would  develop  policy,  and  periods  of  deficit  would  always  be 
offset  by  surpluses  during  periods  of  boom. 

Economists  were  very  naive  in  extending  that  sort  of  policy  norm 
over  into  a  setting  where  you  have  genuine  democratic  politics.  I,  for 
one,  like  democratic  politics.  I  think  our  Congressmen,  our  Senators, 
our  Presidents  should  be  responsible  to  the  people.  Once  we  recognize 
that  they  should  be  responsible  to  the  people,  and  then  apply  the  Key- 
nesian norms,  it  becomes  quite  clear  that  there  is  a  bias  toward  deficits. 

Political  representatives.  Congressmen,  find  it  very  difficult  to  leg- 
islate tax  increases,  and  find  it  very  easy  to  legislate  increases  in  spend- 
ing; and  the  built-in  bias  for  deficit  becomes  obvious  when  you  begin 
to  think  about  it,  that  is  an  extremely  simple  point.  They  have  been 
grossly  naive,  and  I  think  it's  time  for  some  of  us  to  stand  up  and 
face  our  responsibility  in  this  respect.  This  is  my  first  general  point. 

The  second  general  point  I  would  like  to  make,  and  which  I  em- 
phasize in  my  written  statement,  is  the  necessity  now  for  this  to  be  done 
constitutionally.  And  I  think  the  Senators  who  are  cosponsors  for 
this  Senate  resolution  ought  to  be  commended  for  recognizing  that 
point.  We  have  destroyed  what  I  call  the  implict  fiscal  constitution ;  we 
need  somehow  to  rastore  these  constraints  on  the  proclivities  of  our 
elected  politicians  to  spend  and  not  tax. 

I  think  it's  far  too  easy  to  lay  the  blame  on  our  elected  representa- 
tives for  simply  doing  what  their  constituents  want  them  to  do.  That's 
what  we  predict  they  would  do,  and  that's  what  they  should  do.  But 
\YQ  also  should  recognize  that  they  ought  to  operate  within  specific 
constitutional  constraints.  And  it  seems  to  me  it  is  absolutely  essen- 
tial, if  we  are  to  get  out  of  this  debacle,  to  step  back  and  see  how  we 
might  in  fact  lay  down  generalized  rules  Avithin  which  we  agree  to 
operate.  It  seems  to  me  that  is  the  attraction  to  me  of  approaching  that 
thing  on  the  constitutional  level,  rather  than  just  trying  to  go  year  by 
year  and  saying,  "You  must  be  more  responsible,  pass  on  a  l^udget  re- 
form act,"  or  something  to  that  effect. 

"Wliat  I  am  interested  in  here  is  not  so  much  the  specifics  of  this  par- 
ticular resolution — as  was  mentioned  this  morning,  there  are  several 
possible  alternative  resolutions,  or  shapes,  or  forms  that  these  amend- 
ments might  take — but  I  think  it  is  essential  that  we  get  the  dialog 
to  commence,  and  get  it  commenced  at  a  constitutional  level ;  get  the 
public,  if  we  can,  and  the  media,  and  the  political  leadei-s  interested 
in  discussing  just  the  sort  of  constraints  that  we  need  to  impose  at  the 
constitutional  level,  which  will  put  this  thing  in  balance.  That  is  why 
I  am  very  much  encouraged  that  this  is  taking  the  constitutional  form. 

I  think  we  must  do  it  in  this  route,  having  destroyed  the  implicit 
constitutional  constraints  that  did  exist.  There  are  many  particulars 
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Avliere  vr&  miglit  discuss  about  what  would  happen  in  emergency  situa- 
tions; or  how  would  we  in  fact  have  an  idealized  monetary  constitu- 
tion to  g-o  along  with  this,  and  there  is  much  to  be  said  about  that.  It's 
difficult  to  treat  the  'budget  side  without  the  monetary  side,  but  these 
are  to  me  of  secondary  order  in  comparison  to  getting  the  dialog 
started  because  it  seenis  to  me  absolutely  essential  that  we  get  this 
deficit  side,  this  deficit  under  some  control. 

And  again,  let  me  express  my  appreciation  for  being  here  and  the 
oj^portunity  to  make  these  remarks.  I  submit  my  written  testimony 
for  the  record. 

Senator  Scott.  Doctor,  we  appreciate  that,  and  your  full  statement 
Avill  be  included  in  the  record. 

As  I  understand  it,  in  your  testimony  you  are  talking  about  the 
creation  of  budget  committees.  Are  you  expressing  the  opinion  that 
the  newly  created  House  and  Senate  Budget  Committees  will  not  do 
tlie  job  that  we  need  done  to  maintain  fiscal  stability? 

Dr.  Buchanan.  Well,  as  you  know.  Senator,  I'm  very  encouraged 
that  the  Congress  was  motivated  to  try  to  do  something  that  indi- 
cated an  increasing  awareness  and  recognition  that  the  problem  of 
Federal  spending  must  somehow  be  tackled.  I  think  the  record  of 
corirse  is  not  yet  in  on  how  these  com.mittees  will  in  fact  be  able  to 
accomplish  their  stated  objectives.  Quite  frankly,  I  am  not  very  opti- 
mistic, but  I  hope  I'm  wrong. 

Senator  Scott.  I  share  your  fear.  We  started  this  year  with  the 
President  submitting  a  $52  billion  deficit  budget,  and  the  latest  figures 
I  have  seen  are  \\y>  to  $82  billion,  the  estimate  for  the  deficit  for  this 
one  fiscal  year.  The  committees  have  actually  increased  the  amount  of 
the  deficit. 

Doctor,  again,  Ave  thank  you  for  your  contribution,  and  we  appre- 
ciate you  coming  and  being  with  us. 

[The  written  statement  of  Dr.  James  Buchanan  is  as  follows :] 

Statement  Submitted  by  .Tames  M.  Btjchanan  for  Hearings  Before  Sub- 
committee ON  Constitxh'ional  Amendments  of  the  Senate  Judiciary 
Committee,  Scheduled  for   23  September  1975 

Introduction 

T  am  .Tames  M.  Bnclianan,  University  Professor  of  Economics  and  Director, 
Center  for  Study  of  Public  Clioice,  Virginia  Polyteclinic  Institute  and  State  Uni- 
versity, Blacksburg,  Virginia.  I  am  cofounder  of  the  Public  Choice  Society,  and 
T  have  written  several  books  in  public  finance,  economic  theory,  and  political 
lihilosophy. 

I  am  joined  in  the  written  statement  submitted  here  by  my  colleague,  Professor 
Ifichard  E.  Wagner,  who  has  also  written  books  in  public  finance,  and  with  whom 
I  am  currently  working  on  the  subject  of  "fiscal  responsibility."  We  are  pre- 
paring a  major  conference  on  this  topic,  and  we  hope  to  complete  a  book  on  this 
subject  in  1976. 

Deficit  Spending  in  Constitutional  Perspectiae 

(By  James  M.  Buchanan  and  Richard  E.  Wagner) 

We  are  pleased  to  have  this  opportunity  to  support  Senate  Joint  Resolution  .55. 
Senator  Curtis  and  his  colleagues  should  be  congratulated  for  raising  an  issue 
that  is  vital  not  just  for  the  continued  prosperity  of  American  citizens,  but  even 
for  our  continued  existence  as  a  free  and  democratic  society. 

A  continually  growing  body  of  evidence  indicates  that  prevailing  fiscal  prac- 
tices and  institutions  are  inadequate  for  ensuring  fiscal  responsibility.  Budgets 
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for  the  federal  government  show  deficits  whether  the  economic  weather  is  fair  or 
foul,  and  these  deficits  get  larger  with  each  passing  year.  Since  1961,  there  has 
been  only  one  year  of  budget  surplus,  1969.  During  the  16  year  period,  1961-76,. 
the  15  years  of  deficit,  including  projections  for  1975  and  1976,  totaled  almost 
$230  billion.  Moreover,  the  deficits  are  growing  in  magnitude.  For  the  eight  year 
period,  1961-68,  the  cumulative  deficit  was  $60  billion.  During  the  five  year  period, 
1970-74,  by  contrast,  the  cumulative  deficit  was  $67  billion.  And  the  projected 
cumulative  deficit  for  the  two  years,  1976  and  1976,  is  now  more  than  $100  billion. 

It  takes  no  teclinical  economic  wisdom  to  suggest  that  this  pattern  of  irre- 
sponsibility cannot  long  continue.  History  is  replete  with  instances  of  societi(?s 
that  explode  and  collapse  due  to  inflationary  fires  fueled  by  government  deficit.'?. 
The  destruction  of  democracy  in  Ancient  Rome  and  in  interwar  Germany  are 
but  two  illustrations,  albeit  quite  significant  ones.  John  Maynard  Keynes,  in 
whose  name  the  pi'esent  inflationary  thrust  is  often  legitimatized,  was  awed  by 
the  destructive  capabilities  of  inflation.  In  The  Economic  Consequences  of  the 
Peace,  Keynes  observed  that  "There  is  no  subtler,  nor  surer,  means  of  overturn- 
ing the  existing  basis  of  society  than  to  debauch  the  currency.  The  proees'^ 
engages  all  of  the  hidden  forces  of  economic  law  on  the  side  of  destruction,  and 
does  it  in  a  manner  which  not  one  man  in  a  million  is  able  to  diagnose."  Keynes, 
we  fear,  was  entirely  correct  in  his  vision  of  the  destructive  power  of  inflation. 
And  can  anyone  seriously  question  the  direct  relationship  between  deficit  finance 
and  inflation? 

How  have  we  come  to  be  trapped  in  a  regime  of  continual  and  mounting 
deficits?  What  are  the  reasons  for  the  institutional  failures  that  we  observe? 

It  is  relatively  easy  to  place  the  fi;ll  blame  on  our  elected  political  representa- 
tives, in  tlie  Congress  and  in  the  Executive  branch,  and  to  suggest  that  if  these 
politicians  would  only  listen  carefully  to  the  teachings  of  the  economics  all  would 
be  well.  Indeed,  this  is  precisely  what  the  so-called  Keyuesian  economists  hare 
been  saying  for  thirty  years.  If  we  would  only  let  them,  these  economists  would 
"fine  tune"  the  economy,  and  we  should  never  have  to  worry  about  a  thiiiR-. 
Since  1961,  the  ideas  of  tihese  economists  have  become  the  conventional  wisdom 
that  underlies  public  i)olicy.  And  v\'e  can  all  see  how  finely  tuned  our  economy 
has  become !  It  is  ironic,  but  also  tragic,  that  the  period  Avhen  these  ideas  have 
finally  attained  widespread  public  acceptance  coincides  with  their  refutation  in 
academic  circles.  Keynes  was  prophetic  here  too,  when  he  noted  that  "Practical 
men  *  *  *  are  usually  the  slaves  of  some  defunct  economist." 

In  the  minds  of  the  citizenry  old-fashioned  norms  of  fiscal  responsibility  have 
been  replaced  by  Keynesian  activism,  and  this  has  profoundly  altered  the  con- 
straints under  which  our  elected  politicians  operate.  It  has  always  been  easier  to 
legislate  tax  reductions  than  to  legislate  tax  hicreases.  Similarly,  it  has  always 
been  easier  to  legislate  expansions  in  federal  spending  than  to  legislate  reduc- 
tions. When  these  differential  pressures  are  combined,  the  arithmetical  result  is 
straightforward.  Budgets  will  tend  toward  chronic  deficits  ^tntil  and  vnless 
politicians  are  constrained  by  some  constitutional  rule  tchich  requires  that  the 
taxing  and  the  spending  sides  of  the  fiscal  account  be  balanced.  We,  as  citizens, 
must  be  made  explicitly  to  "pay  for"  what  we  are  getting.  (We  must  pay  for  it 
in  any  case,  of  course,  but  it  is  a  question  of  paying  for  tilings  oi^enly  and  respon- 
sibly rather  than  seci'etly,  indirectly,  and  in  some  genuine  sense,  corruptibly. ) 

Until  the  1960s,  we  did,  in  fact,  have  such  a  constraint,  even  though  it  was  not 
written  in  our  formal  constitution.  Politicians,  economists,  journalists,  the  public 
at  large,  adhered  to  the  rifle  that  public  budgets  should  be  balanced.  This  rule, 
this  constraint,  was  destroyed  by  the  general  acceptance  of  Keynesian  economic 
theory.  Although  the  development  of  Keynesianism  began  in  the  1930s,  its  wide- 
spread acceptance  dates  from  the  early  1960s.  The  early  post-war  period,  for 
instance,  was  informed  by  the  pre-Keynesian  ideas  about  fiscal  responsibility. 
During  the  14-year  period,  1947-60,  there  were  even  years  of  deficit  and  seven 
years  of  surplus.  And  the  total  budget  was  roughly  balanced  over  this  period, 
with  the  deficits  summing  to  $31  billion  and  the  surpluses  amounting  to  $30  bil- 
lion. Yet  our  unemployment  history  was  roughly  identical  as  between  the  pre- 
Keynesian  and  the  Keynesian  periods;  unemployment  averaged  4.6  per  cent 
during  1947-60,  and  it  averaged  4.9  per  cent  during  1961-74. 

Our  history  .since  1961  teaches  us  that  we  cannot  destroy  one  side  of  a  rifle. 
Once  the  balanced-budget  constraint  faded  out  of  our  fiscal  consciousness,  we 
should  have  expected  a  regime  of  continued  deficits,  in  fair  weather  and  foul. 
The  surprise  is  that  it  took  so  long  in  coming ;  it  took  until  the  1960s  before  the 
Keynesian  economic  teaching  really  exerted  its  full  influence.  The  results  are  here 
for  all  of  us  to  see. 
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Our  tradition-bound  economist  colleagues  throughout  the  land  will  object  to 
the  proposed  budget-balance  amendment  on  the  grounds  that  if  adopted,  it  might 
overly  restrict  the  ability  of  Congress  and  the  Executive  to  fulfill  the  employment- 
prosperity  objective  laid  down  in  the  Employment  Act  of  1946.  Deficits  may  be 
required,  they  will  argue,  if  the  nation  should  be  plunged  into  deep  depression  on 
the  scale  of  the  1930s.  We  respond  to  this  on  several  counts.  In  the  first  place, 
there  is  an  escape  clause  in  the  proposed  amendment  which  does  allow  the  con- 
straint to  be  dropped  in  emergency  situations,  as  defined  by  three-fourths  of  the 
members  of  each  house.  Secondly,  and  more  importantly,  accumulating  economic 
research  suggests  that  the  full  employment-high  prosperity  objectives  can  be  at- 
tained, not  by  deficit  spending,  but  by  maintenance  of  sound  operation  and  pre- 
dictability in  our  whole  monetary  and  fiscal  structure,  which  will  ensure  growth 
in  the  nation's  money  supply  at  some  rate  consistent  with  growth  in  national 
productivity.  Finally,  some  critics  may  argue  that  limited-size  budget  deficits 
offer  a  desirable  means  of  introducing  new  money  into  the  economy,  new  money 
that  is  related  in  quantity  to  the  rate  of  productivity  increase.  Tlie  proposed 
balanced-budget  amendment  would  prevent  this  fully  responsible  policy  from 
being  implemented.  This  would,  indeed,  amount  to  a  serious  objection  to  a  rule 
of  strict  budget-balance  in  an  economy  without  an  outstanding  national  debt. 
However,  given  our  own  debt  in  existence,  the  i-esposible  issue  of  new  money  can 
be  utilized  to  monetize  debt  for  decades  before  such  an  argument  could  begin  to 
have  validity. 

Psychologists  note  that  past  traumatic  experiences  often  color  strongly  our 
reactions  to  subsequent  circumstances.  As  a  society  we  have  been  plagued  by  one 
such  experience :  The  Great  Depression.  An  after  effect  of  that  traumatic  episode 
has  been  our  loss  of  faith  in  the  functioning  of  our  free  enterprise  economy,  and 
in  the  eflficacy  of  previous  norms  of  economic  conduct.  Before  1930,  our  economy 
had  its  ups  and  downs,  as  any  free  economy  must.  The  down-turns,  however,  were 
always  self-correcting  and  short-lived,  even  when  governmental  policy  acted  to 
exacerbate  the  situation. 

The  Great  Depression  began  as  a  normal  down-turn,  but  was  radically 
worsened  by  the  activities  of  the  Federal  Reserve  System  in  contracting  the  na- 
tion's money  supply  by  nearly  25  per  cent  between  1929  and  1933.  The  lesson  that 
people  retained  from  the  1930s  was  that  our  economy  had  changed  radically  in  its 
character,  for  it  was  no  longer  viewed  as  being  capable  of  operating  on  its  own  in 
a  self-correcting  manner.  The  economy  was  viewed  as  inherently  unstable,  much 
like  a  spinning  top,  and  governmental  guidance  and  intervention  was  necessary  to 
keep  the  top  stable  and  spinning.  In  truth,  the  wrong  lesson  was  learned  from  the 
1930s.  The  self-correcting  character  of  our  free  enterprise  economy  had  not 
changed.  What  began  as  an  ordinary  down-turn  was  converted  to  a  catastrophe  by 
the  actions  of  a  particular  puilic  agency. 

We  are  coming  increasingly  to  suffer  from  an  over-dosage  of  wrongly  prescribed 
medicine.  The  deficit  spending  biases  of  Keynesian  economics  are  making  our 
economy  ever  more  fragile,  and.  indeed,  unstable.  Inflation  might  temporarily 
stimulate  the  economy,  but  a  price  would  have  to  be  paid  later,  much  as  the 
mirthfulness  of  the  heavy  drinker  can  be  prolonged  for  a  while,  but  eventually 
must  turn  into  a  hangover.  Inflation  creates  false  signals  throughout  the  econ- 
omy. Labor  is  attracted  to  employments  that  cannot  be  sustained  without  even 
greater  inflation  in  the  future.  And  the  end  product  of  such  a  course  is  the  poten- 
tial destruction  of  civil  order,  as  hisi:ory  attests  only  too  clearly.  Inflation  cannot 
end  without  some  hangover,  and  increasing  inflation  merely  postpones  the  day  of 
reckoning,  and  makes  that  day  even  more  painful. 

We  must  restore  some  rule  that  will  restrict  politicians  in  their  natui-al,  Tinder- 
standable  proclivity  to  spend  and  to  refrain  from  taxing.  (And.  in  an  indirect 
sense,  this  is  the  same  as  saying  that  all  of  us,  as  voters,  must  restrict  ourselves. ) 
And  this  rule  must  be  explicitly  constitutional.  It  is  for  this  reason  that  we 
strongly  endorse  the  constitutional  dialogue  that  discussion  of  the  proposed:! 
amendment  will  generate.  For  those  who  do  not  like  the  particular  form  of  thi.S'. 
proposed  amendment,  let  them  suggest  a  better  one.  but  do  not  let  them  say  tliat 
no  problem  exists.  Such  neglect  points  the  way  to  fiscal  and  economic  ruin ;  thai- 
road  is  plain  to  see. 

Our  major  concern  lies  not  with  the  proposed  amendment  on  fiscal  resf-nn- 
sibility.  We  endorse  this  proposal.  Our  concern  lies  in  the  absence  of  a  companion 
amendment  which  will  constrain  tlie  nation's  monetary  authorities.  Even  if  we 
should  secure  the  adoption  of  this  amendment,  and  a  regime  of  fiscal  respon- 
sibility should  be  restored,  this  could  still  be  undermined  by  irresponsible  mone- 
tary actions,  either  actions  which  might  bring  the  economy  to  the  depths  of  deep 
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depression,  as  in  the  1930s,  or  to  tlie  excess  of  inflation,  as  in  tlie  1970s.  Let  us  get 
on  witli  imposing  constraints  on  the  potentially  irresponsible  actions  of  those  who 
control  the  supply  of  money,  as  well  as  on  those  who  make  budgets.  Admittedly, 
much  of  the  pressure  on  the  monetai-y  authorities  within  the  last  decade  has 
stemmed  from  the  necessity  to  finance  ever-increasing  budget  deficits.  But  we 
should  not  allow  the  demonstrable  fiscal  irresponsibility  to  blind  us  to  the  poten- 
tial irresponsibility  of  the  monetary  authorities  who  should,  also,  be  constrained 
through  well  designed  constitutional  rules. 

Senator  Scott.  Xoav,  I  understand  that  my  colleague,  Senator  Garn 
will  be  here  and  we  will  wait  just  a  moment  and  have  him  as  our  next 
Avitness.  I  understand  he  is  on  his  way. 

Senator  Cubtis.  Mr.  Chairman,  I  understand  that  Senator  Garn  will 
return  later ;  you  can  go  ahead  with  the  witnesses. 

Senator  Scott.  Thank  you.  Senator. 

Xow,  Dr.  Niskanen,  if  you  would  come  up  here.  We  welcome  you  to 
the  committee  today,  and  ask  you  to  proceed  in  whatever  way  you 
prefer. 

STATEMENT  OF  DR.  WILLIAM  A.  NISKANEN 

Dr.  XiSKANEX.  Thank  you.  Senator  Scott,  members  of  the  commit- 
tee, staff  and  guests.  My  name  is  William  A.  Niskanen.  I  am  now  chief 
economist  for  the  Ford  ]Motor  Co.  May  I  emphasize,  however,  that  my 
testimony  today  reflects  only  my  personal  views  as  a  student  of  gov- 
ernment budgeting  and  as  a  concerned  individual,  and  does  not  repre- 
sent a  company  position. 

I  am  pleased  to  have  this  opportunity  to  testify  concerning  Senate 
Joint  Kesolution  55.  This  proposed  amendment  to  the  Constitution 
addresses  one  of  the  most  important  problems  of  our  time  and  reflects 
a  number  of  critical  insights. 

1.  A  consensus  is  developing  that  the  Federal  budget  is  "out  of  con- 
trol.'' This  concern  is  expressed  by  the  public  and  by  officials  in  both 
the  administration  and  Congress.  It  is  manifest  in  increasing  pressure 
for  tax  reform  and  by  the  important  recent  changes  in  the  congres- 
sional budget  process.  The  objective  basis  for  this  concern  is  less  clear, 
but  probably  includes  at  least  the  following  conditions: 

Since  1965,  Federal  spending  has  increased  at  a  substantially  faster 
rate  than  the  increase  in  national  output. 

Around  80  percent  of  present  Federal  spending  in  this  regard  is 
"uncontrollable''  without  a  change  of  legislation. 

For  the  first  time  in  American  history,  total  Federal  spending  did 
not  decline  after  a  war. 

Although  Federal  officials  pay  lipservice  to  the  desirability  of  a 
balanced  budget,  the  Federal  budget  has  had  a  deficit  each  year  since 
1969,  and  recent  deficits  have  reached  peacetime  record  high  levels. 

Also,  for  the  first  time  there  is  no  prospect  on  the  5-year  budget  plan- 
ning horizon  for  a  balanced  Federal  budget,  unless  present  programs 
are  reduced  and/or  tax  rates  increased. 

The  increasing  amount  and  share  of  our  economic  output  that  is  al- 
located by  the  Federal  Government,  combined  with  the  pressure  of 
increasing  deficits  on  interest  rates  and  inflation,  present  what  I  re- 
gard as  a  "clear  and  present  danger''  to  our  present  well-being,  our 
future  economic  productivity,  the  viability  of  a  liberal  democracy,  and 
our  personal  liberty. 

2.  The  proposed  amendment  reflects  a  critical  insight  that  the  rate 
of  growth  of  Federal  spending  is  related  to  our  willingness  to  finance 
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a  growing  proportion  of  the  spending  by  borrowing  rather  than  by 
taxation. 

For  most  of  American  history,  except  during  intermittent  wars  and 
recessions,  the  Federal  budget  had  a  surphis.  A  fiscal  rule  that  Federal 
spending  should  normally  be  slightly  less  than  tax  revenues,  I  contend 
was  part  of  our  implicit  Constitution  through  the  early  1060"s.  Even  for 
the  first  20  years  following  World  War  II,  a  period  that  included  a  war 
and  several  recessions,  the  Federal  budget  had  a  surplus  in  11  years 
of  these  20  years,  and  a  cumulative  surplus  over  the  period.  After  sev- 
eral decades  of  assault  on  the  balanced  budget  rule  by  the  economic 
community,  however,  a  skeptical  President  Kennedy  endorsed  the 
"new  economics."  A  tax  reduction  was  approved  in  1964,  a  prosperous 
year  that — maybe  not  incidentally — was  also  an  election  year. 

The  murmur  of  self-congratuation  among  economists  was  enough 
to  disguise  the  fact  that  the  "new  economics"  does  not  suggest  a  new 
fiscal  rule.  Once  the  nexus  between  Federal  spending  and  tax  revenues 
was  broken,  no  consensus  developed  on  any  other  rule  to  constrain  the 
level  of  spending  and  the  deficit.  In  the  following  11  years  through 
fiscal  1976,  a  period  that  also  included  a  war  and  two  recessions,  tlie 
Federal  budget  had  a  surplus  in  1  year  a  high  cumulative  deficit  over 
the  period,  and  no  balanced  budget  is  in  prospect. 

Some  recent  evidence  confirms  the  perception  of  politicians  that 
voters  are  more  averse  to  tax  increases  than  to  deficits.  In  this  case,  one 
should  expect  a  positive  relation  between  the  increase  in  Federal  spend- 
ing and  the  proportionate  size  of  the  deficit ;  and  Federal  spending  pat- 
terns are  consistent  with  tliis  relation.  During  the  balanced  budget 
period  from  fiscal  1974  through  fiscal  1975,  Federal  spending  increased 
at  an  average  annual  rate  of  about  8  percent.  In  the  later  deficit  financ- 
ing period  through  fiscal  1976,  Federal  spending  increased  at  an  aver- 
age annual  rate  of  about  11  percent.  The  1975  tax  reduction  will  prob- 
ably trigger  a  new  round  of  demands  for  Federal  spending,  as  did  tlie 
1964  tax  reduction. 

A  tax  increase,  however,  by  increasing  the  perceived  tax-price  of 
Federal  programs,  may  be  a  necessary  part  of  a  strategy  to  constrain 
total  Federal  spending. 

3.  The  proposed  amendment  also  reflects  a  critical  insight  that  the 
problems  of  controlling  the  budget  are  a  consequence  of  the  structure 
of  the  budget  process  and  the  incentives  of  the  many  people  who  con- 
tribute to  budget  decisions. 

All  of  us  would  like  to  spend  more  and  tax  less  and,  in  the  absence 
of  any  constraints  on  the  deficit,  this  is  exactly  what  happens.  Under 
these  conditions,  conventional  budget  reforms — such  as  changes  in 
accounting  rules  and  the  information  available  to  the  budget  makers- 
are  doomed  to  failure.  The  enthusiasm  for  such  reforms  is  quickly 
transformed  by  frustration  into  cynicism.  The  proposed  amendment 
reflects  a  recognition  tliat  the  Federal  Government  must  be  bound 
by  some  fiscal  rule  that  reflects  a  broad  consensus  and  cannot  be  broken 
by  decisions  on  individual  and  specific  spending  and/or  tax  measures. 
The  recent  reform  of  the  congressional  budget  process,  I  believe,  de- 
serves  our  best  wishes.  In  the  absence  of  a  fiscal  rule  that  binds  Con- 
gress to  its  own  best  intentions,  however,  I  do  not  expect  this  reform 
to  achieve  effective  control  of  the  Federal  budget.  The  spirit  is  willing, 
but  the  flesh  is  weak. 
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"Senator  Curtis  and  the  other  sponsors  of  this  proposed  amendment 
'have  ah'eady  performed  a  vahiable  service  by  focusing  our  attention 
on  the  problem,  and  on  the  importance  of  a  binding  fiscal  rule.  The 
lesser  issues  on  which  there  should  be  debate  involve  the  choice  of  a 
specific  fiscal  rule,  and  whether  it  should  be  in  the  form  of  a  con- 
stitutional or  statutory  rule. 

Senate  Joint  Resolution  55  in  its  original  form  would  establish  one 
specific  fiscal  rule — a  balance  of  the  Federal  funds  budget  (which  ex- 
cludes the  trust  funds) — as  an  amendment  to  the  Constitution.  I  regret 
to  say  that  I  cannot  support  the  specific  rule  that  has  been  proposed, 
but  that  is  not  very  important.  And,  given  the  lack  of  any  current 
consensus  on  a  fiscal  rule,  I  do  not  favor  including  any  rule  in  the 
Constitution  at  this  time. 

The  major  problem  of  choosing  a  fiscal  rule  is  that  the  public  now 
expects  the  Federal  Government  to  use  spending  and  taxation  to 
stimulate  the  economy.  My  personal  view  is  that  this  was,  and  is,  a  mis- 
take. My  reading  of  the  evidence  indicates  that  Federal  spending  and 
taxation  have  only  a  small  and  ephemeral  effect  on  real  output.  Al- 
though there  is  growing  academic  support  for  this  position,  most  of 
the  economic  community,  the  public,  and  Federal  officials,  I  suspect, 
still  believe  the  Federal  Government  should  use  fiscal  policy  as  an  in- 
strument of  economic  management. 

In  the  al:)sence  of  a  consensus  for  a  balanced  budget  rule,  a  proposed 
amendment  to  the  Constitution  embodying  the  rule  is  unlikely  to  be 
approved  and,  if  approved,  would  be  only  "a  parchment  barrier."  A 
consensus,  I  believe,  must  both  precede  and  maintain  a  provision  of  the 
Constitution.  At  this  time,  the  primarv  task  for  those  of  us  who  would 
bind  the  Federal  Government  by  a  fiscal  rule  must  be  to  inform  and 
to  persuade  the  broader  public,  and  these  hearings  contribute  to  that 
goal. 

Moreover,  there  is  real  doubt  as  to  what  would  constitute  an  optimal 
fiscal  rule.  A  good  case  can  be  made,  given  the  high  tax  rates  on  capital 
income  in  our  present  tax  code,  that  the  Federal  budget  should  have  a 
substantial  surplus  in  most  years.  There  is  no  good  case  that  the 
Federal  budget  have  a  surplus  in  every  year,  even  in  the  absence  of 
a  perceived  crisis.  This  creates  a  special  problem,  as  it  is  difficult  to 
desio:n  a  fiscal  rule  that  would  bind  the  Federal  Government  over  a 
period  of  years.  In  addition,  I  would  oppose  a  fiscal  rule  that  excluded 
the  Federal  trust  fmids.  These  trust  funds  create  an  illusion  of  fiscal 
integrity  by  accounting  mirroi-s,  and  any  fiscal  rule  that  excluded 
these  funds  would  divert  the  pressure  for  increased  Government  spend- 
ing into  increasing  the  level  and  scope  of  these  trust  funds.  The  largest 
of  these  trust  funds — the  social  security  fund — is  now  the  most  rapidly 
increasing  component  of  the  Federal  budget. 

I  am  pleased  to  note  that  Senator  Curtis  has  offered  an  amended 
version  of  Senate  Joint  Resolution  55,  that  would  require  a  balanced 
unifiod  budget  that  includes  the  trust  funds. 

What  can  be  done  in  the  near  future,  given  the  present  consensus 
that  the  Federal  Government  should  continue  to  use  spending  and  tax 
rates  as  instruments  of  economic  management?  My  preference  is  to 
include  what  I  earlier  called  a  "marginal  balanced  budget  policy"  as 
part  of  the  refonn  of  the  congressional  budget  process.  This  policy 
would  be  enforced  by  an  automatic  tax  surcharge  that  would  take 
effect  if  the  sum  of  separate  congressional  actions  on  spending  and 
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taxation  reduced  tlie  target  surplus  (or  increased  the  target  deficit), 
relative  to  that  approved  in  the  initial  joint  resolution  on  the  budget 
in  each  fiscal  vear.  Congress  then  could  choose  any  fiscal  policies  that 
it  believes  appropriate  to  the  conditions  in  each  fiscal  year,  but  the 
deficit  would  no  longer  be  an  open-ended  and  dependent  on  the  sum 
of  the  many  actions  taken  over  the  course  of  the  year. 

Several  years  ago.  I  outlined  the  details  of  this  proposal  in  an 
American  Enterprise  Institute  publication,  "Structural  Eeform  of  the 
Federal  Budget  Process."  A  version  of  this  proposal  was  endorsed  by 
the  Joint  Study  Committee  on  Budget  Control  and  was  included  in 
the  budget  reform  resolution  introduced  by  Senator  McClellan,  but 
unfortunately  not  in  the  approved  legislation.  I  suggest  reconsidera- 
tion of  this  proposal  as  a  means  to  strengthen  the  congressional  budget 
process. 

Some  dav  a  new  consensus  for  responsible  fiscal  policy  may  arise. 
And  that,  I  believe,  is  the  time  to  consider  an  amendment  to  the  Con- 
stitution. jSIv  liope  is  that  these  hearings  will  contribute  to  an  educa- 
tional process  that  will  hasten  that  day.  Thank  you. 

Senator  Scott.  Thank  you.  Doctor.  As  I  understand  your  testi- 
mony, on  pao-e  3  you  sav,  "The  voters  are  more  adverse  to  tax  increases 
than  to  deficits,"'  and  then,  furtber  on,  you  indicate  your  regret  that 
you  cannot  support  this  specific  bill  that  Senator  Curtis  introduced 
and  which  I  cosponsored. 

Are  you  tellino-  us  that  you  feel  that  somehow  the  American  people 
must  learn  that  t'hev  camiot  spend,  the  Government  cannot  spend  more 
than  it  takes  in ;  are  you  saying  that  we  must  have  the  people  of  the 
comitry  behind  a  fiscally  responsible  program  ?  I  don't  want  to  put 
words  "^in  your  mouth,  but  I  want  to  be  sure  I  understand  what  you 
are  suggesting  be  done. 

Dr.  NiSKANEX.  I  would  very  much  like  to  see  the  Federal  budget 
have  a  substantial  surplus  in  niost  years.  I  don't  believe  there  is  a  good 
case  for  insisting  that  it  have  a  surplus  eveiy  year. 

I  think  the  American  public  is  quite  wise  about  what  the  Federal 
Government  sooner  or  later  will  have  to  do.  But,  they  also  appear  to 
expect  the  Government  to  take  whatever  measures— as  during  the  last 
year  and  this  year — to  help  stimulate  the  economy  and  this  stimulus, 
of  course,  carries  on  for  an  extended  period  of  time. 

These  views  may  very  well  not  be  coherent,  the  view  that  we  ought 
to  have  a  balanced  budget  and  that  we  ought  to  use  the  budget  to 
stimulate  the  economy.  JBoth  views  are  present,  however,  and  that  is 
what  complicates  writing  that  specific  rule  in  the  Constitution. 

Senator  Scott.  Let  me  ask  you,  are  you  familiar  with  the  other  res- 
olution under  consideration,  "Senate  joint  Resolution  93,  introduced 
bv  Senator  Talmadge  ? 
'Dr.  NiSKAXEX.  No;  I  heard  about  that  the  first  time  this  morning. 
Senator  Scott.  Xow,  as  I  see — and  I  have  a  copy  of  it  before  me — 
it  does  provide  for  a  balanced  budget  in  two  situations,  the  first  being 
a  state  of  war  that  has  been  declared  by  the  Congress ;  and  the  second 
being  when  the  Congress  agrees  by  concurrent  resolution  that  a  na- 
tional economic  emergency  requires  the  suspension  of  the  application 
of  section  1  for  a  fiscal  year. 

Now,  is  that  somewhat  in  line  with  your  thinking,  or  would  you  feel 
tliat  you  could  not  endorse  that  resolution,  either? 
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Dr.  NiSKANEN.  I  am  not  comfortable  with  any  of  the  rules  that  have 
been  suggested,  or  that  I  have  considered,  mostly  because  I  have  a 
suspicious  mind  about  the  ingenuity  of  the  Congress  to  get  around  a 
constraint. 

Congress  operated,  I  think,  for  20  years  under  Korean  war  emer- 
gency legislation,  more  than  a  decade  after  the  Korean  war  was  over. 
I  would  be  concerned  about  that  particular  form. 

I  think  it  should  be  clear  that  I  want  to  be  on  record  as  supporting 
the  objective  of  this  resolution,  as  well  as  that  introduced  by  Senator 
Talmadge.  I  think  all  of  the  proposals  deserve  very  serious  investiga- 
tion with  respect  to  their  specifics,  however,  because  no  one  of  them 
is  one  with  which  I  think  we  can  all  be  comfortable. 

For  the  first  20  years  after  World  War  II  the  Federal  budget  was 
in  balance  over  the  period.  We  accumulated  a  surplus  over  that  period, 
and  in  more  years  than  not  we  had  a  surplus ;  that  would  be  a  satis- 
factory condition  in  my  perspective.  It  is  verj^  hard  to  write  a  rule  that 
w^ould  prevent  a  condition.  One  could  write  a  rule  that  wouldn't  have 
a  deficit  in  any  year,  but  I  think  that  would  be  a  more  constraining 
rule  than  would  either  be  accepted,  or  appropriate. 
Senator  Scott.  Thank  you.  Doctor. 

[Prepared  statement  of  William  A.  Niskanen  follows  :] 

Prepared   Statement  of  William  A.  Niskaken,  Ford  Motor  Co. 

Senator  Fong,  members  of  the  Committee,  staff,  and  guests.  My  name  is  Wil- 
liam A.  Niskaueu.  I  am  now  the  chief  economist  for  the  Ford  Motor  Company. 
May  I  emphasize,  however,  that  my  testimony  today  reflects  only  my  personal 
views  as  a  student  of  government  budgeting  and  as  a  concerned  individual  and 
does  not  represent  a  Company  position. 

I  am  pleased  to  have  this  opportunity  to  testify  concerning  Senate  Joint  Res- 
olution 55.  This  proposed  amendment  to  the  Constitution  addresses  one  of  ttie 
more  important  problems  of  our  time  and  reflects  a  number  of  critical  insights : 

1.  A  consensus  is  developing  that  the  federal  budget  is  "out  of  control".  This 
concern  is  expressed  by  the  pnblic  and  by  officials  in  both  the  administration 
and  Congress.  It  is  manifest  in  increasing  pressure  for  tax  reform  and  by  the  im- 
portant recent  changes  in  the  Congressional  budget  process.  The  objective  basis 
for  this  concern  is  less  clear,  but  probably  includes  at  least  the  following 
conditions : 

Since  1965,  federal  spending  has  increased  at  a  substantially  faster  rate 
than  the  increase  in  national  outi)nt. 

Around  80  percent  of  present  federal  spending  is  "uncontrollable"'  with- 
out a  change  of  legislation. 

For  the  first  time  in  American  history,  total  federal  spending  did  not 
decline  after  a  war. 

Although  federal  officials  pay  lip  service  to  the  desirability  of  a  balanced 
budget,  the  federal  l»udget  has  had  a  deficit  each  year  since  1969,  and  recent 
deficits  have  reached  peacetime  record  high  levels. 

Also,   for  the  first   time,    there   is   no   prospect   in   the   five-year   budget 

planning  horizon  for  a  balanced  federal  budget,  unless  present  programs 

are  reduced  and/or  tax  rates  increased. 

The  increasing  amount  and  share  of  onr  economic  output  that  is  allocated 

by  the  federal  government,  combined  with  the  pressure  of  increasing  deficits 

on  interest  rates  and  infiation,  present  a  "clear  and  present  danger"   to  onr 

present  well-being,  our  future  economic  productivity,  the  viability  of  a  federal 

democracy,  and  our  personal  liberty. 

2.  The  proposed  amendment  reflects  a  critical  insight  that  the  rate  of 
growth  of  federal  spending  is  related  to  our  willingness  to  finance  a  growing 
proportion  of  the  spending  by  borrowing  rather  than  by  taxation. 

For  most  of  American  history,  except  during  intermittent  wars  and  recessions, 
the  federal  budget  had  a  surplus.  A  fiscal  rule  that  federal  spending  should 
normally  be  slightly  less  than  tax  revenues,  I  contend  was  part  of  our  implicit 
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constitution  through  the  early  1060's.  For  the  first  20  years  following  World  War 
II.  a  period  that  included  a  war  and  several  recessions,  the  federal  budget  had 
a  surplus  iu  11  years  and  a  cumulative  surplus  over  the  period.  After  several 
decades  of  assault  on  the  balanced  budget  rule  by  the  economic  community, 
however,  a  skeptical  President  endorsed  the  '"new  economics".  A  tax  reduction 
was  approved  in  1964,  a  prosperous  year  that — maybe  not  incidentally — was 
also  an  election  year.  The  murmur  of  self-congratulation  among  economists  was 
enough  to  disguise  the  fact  that  the  "new  economics"  does  not  suggest  a  new 
fiscal  rule.  Once  the  nexus  between  federal  spending  and  tax  revenues  was 
liroken,  no  consensus  developed  on  any  other  rule  to  constrain  the  level  of 
spending  and  the  deficit.  In  the  following  11  years  through  fiscal  197(3,  a  period 
that  also  included  a  war  and  two  recessions,  the  federal  budget  had  a  surplus 
iu  one  year,  a  high  cumulative  deficit  over  the  period,  and  no  balanced  budget 
is  in  prospect. 

Some  recent  evidence  confirms  the  perception  of  politicians  that  voters  are 
more  averse  to  tax  increases  than  to  deficits.  In  this  ca.se,  one  should  expect 
a  positive  relation  between  the  increase  in  federal  spending  and  the  proportion- 
ate size  of  the  deficit,  and  federal  spending  patterns  are  consistent  with  the 
relation.  During  the  balanced  budget  period  from  fiscal  1947  through  fiscal 
1;M3o,  federal  spending  increased  at  an  average  annual  rate  of  about  eight 
percent.  In  the  later  deficit  financing  period  through  fiscal  1976,  federal  spend- 
ing increasetl  at  an  average  annual  rate  of  about  11  percent.  The  1975  tax  reduc- 
tions will  probably  trigger  a  new  round  of  demands  for  federal  spending.  A 
tax  increase,  however,  by  increasing  the  perceived  tax-price  of  federal  programs, 
may  be  a  necessary  part  of  a  strategy  to  constrain  total  federal  spending. 

3.  The  proposed  amendment  also  reflects  a  critical  insight  that  the  problems 
of  controlling  the  budget  are  a  consequence  of  the  structure  of  the  budget  process 
and  the  incentives  of  the  many  people  who  contril)ute  to  budget  decisions. 

All  of  us  would  like  to  spend  more  and  tax  less  and,  in  the  absence  of  any  con- 
straints on  the  deficit,  this  is  exactly  what  happens.  In  the.se  conditions,  con- 
ventional budget  reforms — such  as  changes  in  accounting  rules  and  the  informa- 
tion available  to  the  budget  makers — are  doomed  to  failure.  The  enthusiasm  for 
such  reforms  is  quickly  transformed  by  frustration  into  cynicism.  The  proposed 
amendment  reflects  a  recognition  that  the  federal  government  must  be  bound 
by  some  fiscal  rule  that  reflects  a  broad  consensus  and  cannot  be  broken  by 
decisions  on  speciflc  Sijending  and/or  tax  measures.  The  recent  reform  of  the 
congressional  budget  process  deserves  our  best  wishes.  In  the  absence  of  a 
fiscal  rule  that  binds  Congress  to  its  own  best  intentions,  however.  I  do  not  expect 
this  reform  to  achieve  effective  control  of  the  federal  budget.  The  spirit  is 
-shilling,  but  the  flesh  is  weak. 

Senator  Curtis  and  the  other  sponsors  of  this  proposed  amendment  have  already 
performed  a  valuable  service  by  focusing  our  attention  on  this  problem  and  the 
importance  of  a  binding  flscal  rule.  The  le.sser  issues  on  which  there  is  legitimate 
controversy  involve  the  choice  of  a  fiscal  rule  and  whether  it  should  be  in  the 
form  of  a  constitutional  or  statutory  rule.  Senate  Joint  Resolution  55  would 
establish  one  specific  fiscal  rule — a  balance  of  the  federal  funds  budget  (which 
excludes  the  trust  funds) — as  an  amendment  to  the  Constitution.  I  regret  to  say 
that  I  cannot  support  the  si^cific  rule  that  has  been  proposed.  And  given  the 
lack  of  any  current  consensus  on  a  fiscal  rule,  I  do  not  favor  including  any  rule 
in  the  Constitution. 

The  major  problem  of  choosing  a  fiscal  rule  is  that  the  public  now  expects  the 
federal  government  to  use  spending  and  taxation  to  stimidate  the  economy.  My 
personal  view  is  that  this  was,  and  is,  a  mistake.  My  reading  of  the  evidence  indi- 
cates that  federal  spending  and  taxation  have  only  a  small  and  ephemeral  effect 
on  real  output.  Although  there  is  growing  support  for  this  position,  most  of  the 
economics  community,  the  public,  and  federal  officials  believe  the  federal  govern- 
ment should  use  fiscal  policy  as  an  instrument  of  economic  management.  In  the 
absence  of  a  consensus  for  a  balanced  budget  rule,  a  proposed  amendment  to  the 
Constitution  embodying  the  rule  is  unlikely  to  be  approved  and,  if  approved, 
would  be  only  "a  parchment  barrier".  A  consensus  must  both  precede  and  main- 
tain,  a  provision  of  the  Constitution.  At  this  time,  the  primary  task  for  those 
of  us  who  would  bind  the  federal  government  by  a  fiscal  rule  must  be  to  inform 
and  persuade  the  broader  public,  and  these  hearings  contribute  to  that  goal. 

Moreover,  there  is  a  real  doubt  as  to  what  would  constitute  an  optimal  fiscal 
rule.  A  good  case  can  be  made,  given  the  high  tax  rates  on  capital  income  in  our 
present  tax  code,  that  the  federal  budget  should  have  a  substantial  surplus  in 


70 

most  years.  There  is  no  good  case  that  the  federal  budget  have  a  surplus  in  every 
year,  even  in  the  absence  of  a  perceived  crisis.  This  creates  a  special  problem,  as 
it  is  difficult  to  design  a  fiscal  rule  that  would  bind  the  federal  government  over 
a  period  of  years.  In  addition,  I  would  oppose  a  fiscal  rule  that  excludes  the 
federal  trust  funds.  These  trust  funds  create  an  illusion  of  fiscal  integrity  by 
accounting  mirrors,  and  any  fiscal  rule  that  excluded  these  funds  would  divert 
the  pressure  for  increased  government  spending  into  increasing  the  level  and 
scope  of  these  trust  funds.  The  largest  of  these  trust  funds — the  Social  Security 
fund — is  now  the  most  rapidly  increasing  component  of  the  federal  budget. 

What  can  be  done  in  the  near  future,  given  the  present  consensus  that  the 
federal  goverment  should  continue  to  use  spending  and  tax  rates  as  instruments 
of  economic  management?  My  preference  is  to  include  a  "marginal  balanced 
budget  policy"  as  part  of  the  reform  of  the  Congressional  budget  process.  This 
policy  would  be  enforced  by  an  automatic  tax  surcharge  that  would  take  effect 
if  the  sum  of  separate  congressional  actions  on  spending  and  taxation  reduced  the 
target  surplus  (or  increased  the  target  deficit)  relative  to  that  approved  in  the 
initial  joint  resolution  on  the  budget  for  each  fiscal  year.  Congress  could  choose 
any  fiscal  policy  that  it  believes  appropriate  to  the  conditions  in  each  fiscal  year, 
but  the  deficit  would  no  longer  be  open-ended  and  dependent  on  the  sum  of  the 
many  actions  taken  over  the  year.  Several  years  ago,  I  outlined  the  details  of 
this  proposal  in  an  American  Enterprise  Institute  publication.  Structural  Reform 
of  the  Federal  Budget  Process.  A  version  of  this  proposal  was  endorsed  by  the 
Joint  Study  Committee  on  Budget  Control  and  was  included  in  the  budget  resolu- 
tion introduced  by  Senator  McClellan  but  not  in  the  approved  legislation.  I  sug- 
gest reconsideration  of  this  proposal  as  a  means  to  strengthen  the  congressional 
budget  process. 

Some  day,  a  new  consensus  for  a  responsible  fiscal  policy  may  arise.  And  that 
is  the  time  to  consider  an  amendment  to  the  Constitution.  My  hope  is  that  these 
hearings  will  contribute  to  an  educational  process  that  will  hasten  that  day. 

Senator  Scott.  I  see  our  colleao:iie  Senator  Garn,  the  Senator  from 
Utah  is  here.  Would  you  please  proceed  in  your  own  manner,  Senator, 
either  by  submitting  your  statement  for  the  record,  or  by  delivering 
your  entire  statement ;  anyway  that  you  are  more  comfortable. 

STATEMENT  OF  HON.  JAKE  GARN 

Senator  Garn.  Thank  you,  Mr.  Chairman.  A^Hiat  I  would  like  to  do 
is  have  my  prepared  statement  inserted  in  the  record,  and  make  some 
comments  from  my  own  experience  as  mayor  of  a  city  where  we  had  a 
balanced  budget  every  year. 

Senator  Scott.  Go  right  ahead,  and  the  entire  statement  will  be 
included  in  the  record. 

Senator  Garn.  Thank  you  very  much.  First  of  all,  I  am  sure  the 
distinguished  Senator  from  Virginia  is  well  aware  of  what  I  am  going 
to  say  before  the  record,  I  tliink  it  should  be  stated  what  kinds  of 
figures  we  are  dealing  with. 

I  was  born  in  1932.  just  prior  to  the  election  of  Franklin  Eoosevelt, 
and  he  ran  a  campaign  at  that  time  saying  that  if  he  were  elected 
President  of  the  United  States,  that  he  would  reduce  the  Federal 
budsfet  from  $4  billion  a  year  to  $3  billion  a  year.  The  reason  that  I 
mention  that  is  because  this  year,  as  the  distinguished  Senator  knows, 
we  have  a  budget  of  $367  billion.  And  so,  during  my  lifetime.  42  years 
of  my  life,  we  have  gone  from  running  this  entire  country  on  $4  billion 
a  year  to  $367  billion  a  year  with  not  a  great  increase  in  population  in 
any  comparison  to  that  kind  of  increase  in  expenditures. 

To  go  even  further  to  illustrate  the  problem,  just  15  years  ago,  in 
1960,  the  total  Federal  budget.  Defense,  Health,  Education,  and  Wel- 
fare, all  of  the  services  of  the  Federal  Government  was  approximately 
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$76  billion.  And  I  would  venture  a  guess  that  during  this  year  we  will 
run  a  deficit  in  excess  of  the  entire  Federal  budget  of  just  15  years  ago, 
the  last  year  of  the  Eisenhower  administration. 

I  think  further  we  ought  to  note  wdiat  really  a  billion  dollars  is.  As 
mayor  I  was  getting  a  budget  of  $50  million  a  year,  and  I  thought  that 
was  a  lot  of  money ;  and  I  had  a  lot  of  responsibility  to  administer  $50 
million  a  year.  We  had  budget  items  of  $25,  $100,  $200,  and  $300. 1  have 
very  rarely,  since  I  have  become  a  Senator,  heard  anything  excej^t 
$1.2  billion.  We  can't  even  talk  about  $1,200,000,000,  we  talk  about 
points,  .01  representing  $100  million  in  the  Federal  budget. 

I  don't  think  too  many  people  comprehend  a  billion  dollars,  I'm 
not  sure  that  I  do.  A  simple  illustration,  to  make  it  more  meaningful. 
If  you  had  a  billion  dollars  the  day  Christ  was  born,  and  you  didn't 
trust  any  bank,  so  you  didn't  care  about  interest,  you  were  only  inter- 
ested in  the  principal,  and  you  started  spending  it  at  the  rate  of  $1,000^ 
a  day,  7  days  a  week,  365  days  a  year,  you  could  have  spent  that  $1,000 
for  the  last  1,975  years,  and  continue  to  do  it  for  nearly  1,000  years  in 
the  future. 

So,  we  are  talking  about  a  Congress  who  has  appropriated  $367 
billion  to  be  spent  from  July  1, 1975  to  June  30,  1976,  and  that's  at  the 
rate  of  $367,000  a  year  and  no  interest  for  nearly  3,000  yeai*s. 

Now,  that  is  the  magnitude  of  the  funds  we  are  talking  about.  We 
have  a  national  debt  in  excess  of  $500  billion.  We  are  paying  $1  out  of 
every  $10  in  Federal  income  taxes  for  interest  on  the  national  debt,  in 
excess  of  $45,000  per  minute,  every  minute  the  clock  ticks  by.  And  yet, 
we  are  told  that  is  not  important,  we  owe  it  to  ourselves. 

Well,  sure  we  owe  it  to  ourselves,  and  the  Banking  Committee  this 
year  talked  about  housing,  lack  of  housing ;  and  interest  rates  are  high ; 
and  we  must  subsidize  more  and  more  housing. 

Well,  it's  rather  interesting,  Arthur  Burns  has  a  couple  of  choices 
when  we  are  going  to  finance  that  $78  or  $80  billion  deficit,  he  can 
either  print  it,  or  he  can  go  out  and  borrow  it.  He  can  go  out  and 
borrow  it,  and  then  that  is  going  to  compete  with  the  available  invest- 
ment capital  in  the  private  sector,  and  it  will  be  crowded  out.  And  be- 
lieve me,  the  crowding  out  theory  does  work.  And  then,  what  will  hap- 
pen in  a  year  or  so,  we  will  find  that  there  isn't  enough  investment 
capital  left  in  the  private  sector  to  build  enough  homes ;  and  then  we 
will  go  back  to  the  Banking  Committee  and  say,  "JMy  goodness,  we 
don't  have  enough  housing  starts,  and  the  reason  is  we  don't  have 
enough  mortgage  money  around,  and  the  interest  rates  are  too  high, 
they  are  back  to  double  digits,  so  we  must  have  an  Emergency  Housing 
Act  in  1977."  We  always  have  an  emergency  housing  act  each  year.  We 
are  going  to  subsidize  interest  rates;  we  are  going  to  borrow  more 
money  out  of  our  deficit  to  provide  more  home  starts  without  any 
sensible  realization  that  Congress  themselves  created  the  lack  of  invest- 
ment capital  and  stimulated  the  interest  rates  to  go  up. 

So,  we  get  back  into  the  vicious  circle  over  and  over  again. 

Mr.  Chairman,  I'm  not  any  smarter  than  anyone  else  as  far  as  fore- 
sight, but  I  would  expect  that  the  Congress  of  the  United  States 
ought  to  have  20-20  hindsight.  I  do.  We  can  look  back  to  the  last  40 
years  and  see  what  I  consider  fiscal  insanity  and  irresponsibility ;  we 
can  continue  to  spend  blindly  year  after  year,  after  year  without  any 
regard  to  where  the  money  is  going  to  come  from.  Of  course,  I  real- 
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ize  that  helps  us  buy  votes,  helps  us  all  to  get  re-elected  when  we  spend 
•  all  this  money  and  create  all  these  wonderful  "Wizard  of  Oz"  pro- 
grams, we  see  the  country  out  there  demanding — I  haven't  seen  too 
much  demand — but  apparently  some  Congressmen  and  Senators  think 
it  is  there.  We  can  go  on  creating  these  cycles  of  inflation  and  reces- 
sion ;  shortage  of  capital ;  high  interest  rates.  We  have  done  it  over 
and  over  again  for  40  years,  and  we  can  continue  to  do  it  in  the  name 
of  all  the  good  things  that  the  people  in  this  country  supposedly  want. 

Well,  I  want  to  testifj^  to  you  that  the  people  in  my  State  don't 
Avant  it.  If  you  will  talk  to  them  you  will  find  that  they  believe  in  a 
balanced  budget ;  you  will  find  the  constitution  of  the  State  of  Utah 
requires  the  Governor  and  legislature  to  balance  the  budget  every 
year.  You  will  find  that  a  mayor  under  the  constitution  of  the  State 
must  balance  his  budget.  Every  June  I  found  it  necessary  to  cut  back 
expenditures,  but  back  all  purchases  for  1  month  except  emergencies, 
so  that  on  the  July  1,  when  the  auditors  came  in  we  had  not  inadvert- 
ently gone  over  the  budget  into  a  deficit.  It  wouldn't  have  mattered 
if  it  was  $100,  $200,  or  $300,  it  was  a  violation  of  the  law. 

We  had  a  struggle  in  that  city,  it  was  not  easy  with  inflation  to 
balance  the  budget  every  year;  but  it  was  either  a  matter  that  we  cut 
back  expenditures  to  balance  it,  or  raise  taxes ;  there  weve  two  choices. 

Now,  I  see  no  reason,  with  the  record,  if  I  were  sitting  here  speculat- 
ing on  what  would  happen,  that's  something  else.  But  again,  hind- 
sight is  20-20,  and  I  think  we  can  easily  see  what  we  have  done  to  the 
economy  of  this  country,  how  we  have  ripped  off  the  American  people 
with  the  worst  tax  of  all,  of  inflation;  how  we  have  subjected  the 
elderly  living  on  fixed  incomes  to  an  inadequate  standard  of  living 
in  their  later  years,  those  who  have  worked  hard  all  their  lives,  who 
have  paid  their  bills,  have  not  asked  for  hand  outs,  and  through  no 
fault  of  their  own  they  are  now  forced  to  live  on  very  inadequate 
income,  and  not  living  as  they  should  be  able  to  in  their  "golden 
years." 

So,  that's  the  way  I  feel,  Mr.  Chairman.  I  see  no  alternative  to 
solving  our  economic  problems  until  we  get  fiscal  responsibility  in  this 
Congress ;  until  we  get  Congressmen  and  Senators  who  have  enough 
courage  to  say  "no''  to  some  of  these  programs  and  recogiiize  that 
regardless  of  how  desirable  they  are,  that  unless  we  can  afford  to  pay 
for  them,  they  do  damage  to  the  economy,  to  the  savings,  to  the  incomes 
of  the  people  in  this  country. 

So,  I  would  hope  that  the  people  would  be  given  an  opportunity  to 
vote  on  this  constitutional  amendment.  I  think  it  might  wake  up 
Congress,  I  think  they  might  be  surprised  when  they  found  that  the 
overwhelming  majority  of  the  legislatures  of  this  country  would  im- 
prove a  constitutional  amendment,  demanding  that  we  balance  our 
budget  if  they  were  given  the  opportunity  by  Congress  to  do  so. 

Thank  you  very  much. 

Senator  Scott.  Thank  you,  Senator.  I  understand  you  are  whole- 
heartedly in  favor  of  this  proposal. 

Senator  Garx.  Yes. 

Senator  Scott.  I  would  make  just  one  suggestion,  either  my  staff  is 
wrong,  or  we  are  spending  $G0,000  a  minute;  that  is  what  my  staff  tells 
me.  You  indicated  $45,000. 

Senator  Garn,  I  said  in  excess  of  45,  so,  60,  65. 
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Senator  Scott.  Either  way,  it  is  a  lot  of  money.  Thank  you  very 
much. 

Senator  Gark.  Thank  you. 

[The  written  statement  of  Senator  Jake  Garn  is  as  follows :] 

Statement  of  Jake  Garn 

Mr.  Chairman :  I  appreciate  tliis  opportunity  to  testify  on  this  most  important 
question,  at  this  critical  moment  in  our  Nation's  economic  liistory.  A  great  deal 
is  being  made  of  the  fact  that  we  have  survived  as  a  Nati(m  for  200  years,  but 
I  am  concerned  that  if  something  is  not  done  soon  to  get  the  Federal  budget  under 
control,  the  future  of  this  country  as  we  know  it  may  be  short  indeed. 

A  great  deal  has  been  said  and  will  be  said  about  the  great  shift  in  disposable 
income  in  America  from  those  who  produce  to  those  who  consume.  Figures  from 
Ford  Motor  Company  economists  show  that  there  are  more  people  living  at  the 
expense  of  the  government  than  there  are  people  generating  the  wealth  to  pay 
the  bills.  Studies  have  been  cited  showing  the  lack  of  investment  in  our  Nation 
at  this  time,  and  the  dangers  of  "crowding  out"  investment  capital  by  the  Federal 
government  in  the  money  markets. 

For  my  part,  I  will  not  dwell  on  these  studies,  nor  spend  a  lot  of  time  on  eco- 
nomic theory.  I  would  simply  like  to  testify  within  the  area  of  my  own  knowl- 
edge on  how  people  in  the  State  of  Utah  feel  about  budget  deficits. 

And  let  me  tell  the  members  of  this  subcommittee,  the  people  of  Utah  do  not 
like  them.  Perhaps  it  is  because  w^e  have  made  our  own  way  for  so  long;  perhaps 
it  is  the  pioneer  heritage,  or  the  religious  tradition  which  still  encourages  citizens 
to  live  within  their  means,  and  to  avoid  debt.  I  do  not  know,  and  the  explanation 
is  not  important.  The  fact  is.  that  the  citizens  of  my  State,  by  an  overwhelming 
majority,  want  the  Federal  government  to  balance  its  budget. 

We  receive  mail  on  a  great  variety  of  subjects  in  the  office,  as  I'm  sure  all 
Senators  do.  But  no  matter  what  other  matters  Utahans  write  about,  they  are 
very  likely  to  include  a  sentence  or  two  urging  that  the  government  stop  trying 
to  spend  us  into  prosperity. 

These  citizens  are  not  economists ;  they  don't  have  fancy  econometric  models, 
or  computer  studies,  to  factor  in  all  the  variables  of  life.  They  just  know  that  you 
can't  keep  spending  more  than  you  take  in  and  expect  to  stay  in  business  for  very 
long.  They  know  it  by  common  sense,  and  they  know  that  it  is  true  of  government 
just  as  it  is  for  business  or  for  individuals. 

It  doesn't  help  to  tell  these  individuals  that  the  economy  is  growing,  and  that 
therefore  we  can  stand  a  larger  burden  of  debt  than  we  used  to  be  able  to.  They 
still  know  that  the  obligations  will  come  due  some  day,  and  that  our  children 
and  grandchildren  will  have  to  pay  the  price  for  our  irresponsible  spending.  And 
they  know  that  means  ordinary,  middle-income  taxpayers  will  be  carrying  tlie 
brunts  of  the  tax  load  for  the  poor  and  the  rich.  My  constituents  know  that  means 
taking  money  from  the  producers  to  give  to  the  nonproducers  in  society.  And  why 
do  they  do  it?  Because  politicians  lack  the  courage  to  balance  the  budget.  There 
is  no  other  reason. 

As  a  Utahan  put  it  in  a  letter  to  the  editor  of  one  of  the  Salt  Lake  papers  :  "It  is 
also  dangerous  to  assume  that  a  national  debt  is  normal  and  should  be  permanent. 
Governments  are  necessarily  given  the  right  to  tax  to  pay  for  the  operation  of 
the  government.  Properly,  the  taxes  should  be  only  in  such  amount  to  cover  cur- 
rent operations.  Borrowing  by  private  enterprise  in  contrast  to  borrowing  by 
the  government,  is  justified  on  the  general  principle  that  it  will  be  invested  in  a 
profitable  enterprise  which  will  give  a  return  on  the  investment,  including  tlie 
borrowed  money.  When  money  is  borrowed  to  cover  current  operations  tlie- 
government  is  postponing  the  tax  to  a  future  year  or  to  a  future  generation  wliich 
ultimately  will  have  to  pay  not  only  the  then  current  year's  operations  but  the- 
cost  of  operation  for  past  years  and  interest  on  the  money  I)orrowed." 

This  statement  shows  a  good  understanding  of  the  reality  of  government 
finance,  and  its  sentiment  is  widely  shared  by  my  constituents.  They  may  not  be' 
trained  economists,  but  they  do  know  a  train  out  of  control  when  they  see  one,, 
and  they  know  enough  to  ask  the  engineer  to  apply  the  brakes.  That  is  what 
they  are  doing  now,  and  I  am  very  glad  to  see  these  hearings  on  balancing  the 
budget. 

Cities  and  States  must  balance  their  budgets  every  year  and  there  is  no  reason 
why  we  should  not  be  alile  to  do  it  at  the  federal  level.  The  amendment  on  which 
we  are  holding  hearings  today  is  a  sophisticated  instrument  which  would",  move 
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us  in  that  direction.  Tlie  people  of  this  Nation  have  listened  long  enough  to 
promises  about  budget  cuts  and  reducing  Federal  spending.  As  someone  said  at 
the  Democratic  caucus  a  few  weeks  ago,  its  time  to  start  delivering. 

Senator  Scott.  Senator  Fannin,  I  believe,  is  here.  If  you  would 
go  right  ahead,  Senator,  proceed  in  your  own  fashion;  submit  your 
statement  for  the  record,  if  you  see  fit,  or  deliver  it  in  full,  anyway 
you  are  most  comfortable. 

STATEMENT  OF  HON.  PAUL  J.  FANNIN 

Senator  Fannin.  Thank  you,  Mr.  Chairman.  I  would  ask  that  my 
full  statement  be  made  part  of  the  record,  and  I  will  somewhat  adjust 
it. 

Senator  Scott.  It  will  be  included  in  the  record. 

Senator  Fannin.  I  appreciate  very  much  this  opportunity,  and  I 
join  my  fellow  co-sponsors  of  Senate  Resolution  55,  as  well  as  Senate 
Joint  Resolution  93.  I  extend  my  appreciation  to  you  and  your  col- 
leagues on  the  committee  for  holding  these  hearings.  Certainly,  the 
subcommittee  has  been  very  patient  in  staying  through  the  morning 
and  through  into  the  afternoon. 

I  am  here  today  because  I  am  deeply  concerned  about  the  present 
and  future  financial  integrity  of  the  United  States.  Mr.  Chairman,  I 
had  the  privilege  of  serving  as  Governor  of  my  State  of  Arizona.  As 
the  former  mayor  of  Salt  Lake,  the  distinguished  Senator  Garn  just 
expressed.  Salt  Lake  City  had  to  balance  its  budget.  We,  in  Arizona, 
also  have  to  balance  our  State  budget,  and  I  understand  that  is  true 
in  the  great  State  of  Virginia. 

We  did  so  by  either  cutting  expenditures,  or  increasing  revenues.  We 
had  no  other  choice.  "Wlien  I  first  came  to  Washington  I  was  told, 
"You  can't  do  things  the  same  on  the  national  level  as  you  do  at  the 
State  level."  I  found  out  that  was  true,  we  are  spending  billions  at  the 
national  level,  and  we  talk  about  spending  millions  at  the  State  level. 

I  still  feel  we  have  the  responsibility  to  do  everything  in  our  power 
to  try  to  keep  this  great  Nation  of  ours  solvent.  Wlien  we  talk  about 
new  programs,  whether  we  can  afford  them,  or  not,  there  is  too  much 
of  the  0]:)inion  tliat  we  can  just  print  more  money,  and  not  affect  the 
fiscal  responsibility  of  this  country.  The  disting-uished  Senator  from 
Virginia  knows  that  this  isn't  true.  Our  economy  can't  stand  much 
more  of  the  wild  fiscal  irresponsible  policies  that  have  emanated  out  of 
the  Washington  area  during  the  last  15  years.  The  giant  spending 
machine  which  the  legislative  and  the  executive  branches  have  pro- 
moted has  reached  the  point  of  being  uncontrollable. 

Now,  we  talk  about  "uncontrollable"  expenditures.  But  I  feel  that 
word,  is  misused  because  there  isn't  anything  done  as  far  as  expendi- 
tures are  concerned  unless  the  Congress  has  approved  that  particular 
action.  It  was  some  time  ago  that  that  was  done,  but  I  still  feel  when  we 
are  talking  about  controls  we  are  not  getting  our  real  potential. 

During  my  years  in  the  Senate  the  Federal  budget  has  increased 
from  almost  $117  billion  in  fiscal  year  1965  to  a  projected  $367  billion 
in  fiscal  year  1976,  an  increase  of  over  200  percent.  Despite  several  good 
years  economically  during  that  period,  the  Federal  Government  com- 
pleted only  1  year  with  a  surplus.  As  I  have  pointed  out  before,  while 
the  majority  of  my  colleagues  prefers  to  follow  the  economic  principle 
of  John  Maynard  Keynes,  it  is  apparent  that  many  in  Congress  only 
bought  one  half,  and  that  is  the  deficit  spending  side  of  this  formula. 
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Mr.  Chairman,  as  you  know,  the  deficit  for  fiscal  year  1976  will  be 
somewhere  between  $59.9  billion,  if  you  agree  with  the  President ;  and 
$68.8  billion  if  you  agree  with  the  Budget  Committees  of  Congress. 
Next  year's  deficit  could  be  even  larger.  1  am  convinced  that  our  econ- 
omy cannot  absorb  these  deficits  without  causing  disastrous,  long- 
term  problems  in  the  private  sector.  Again,  as  I  have  stated  before, 
tliis  year's  so-called  "stimulative"  budget  could  easily  become  an 
"abortive"  budget  for  the  economic  recovery. 

We  have  been  discussing,  in  our  different  committees,  the  cost  of 
an  energy  progi'am.  We  have  had  reports  regarding  some  new  recom- 
mendations. One  that  has  just  been  presented  within  the  last  couple 
of  days  is  another  $100  billion  to  meet  our  energy  challenges.  We  al- 
ready have  figures  developed  by  different  institutions,  such  as  Chase 
Manhattan,  as  well  as  from  different  committees  of  the  Congress  and 
from  diilerent  departments  of  Congress.  When  you  take  these  figures 
all  together,  it  appears  that  the  Nation  will  need  about  $1.4  trillion 
within  the  next  10  years  if  we  are  going  to  meet  the  energy  challenge. 
Of  course,  this  money  would  be  raised  both  by  governmental  set- 
asides  and  free  enterprise,  the  free  market  side.  I  hope  that  we  can 
do  more  about  this  on  the  free  market  side  because,  after  all,  that's 
where  the  jobs  are  provided  and  where  the  results  are  most  beneficial. 
Jobs  created  through  the  Government  are  not  productive  jobs.  And 
they  certainly  are  very  costly. 

Our  economy  needs  to  expand  its  capacity  before  the  multitudes 
of  unemployed  are  back  in  productive  roles.  That  expansion  will  not 
take  place  if  the  private  sector  does  not  have  the  necessary  financial 
sources  from  which  to  borrow,  as  was  pointed  out. 

Certainly,  there  are  programs  that  are  very  much  needed.  We  vote 
on  programs  without  a  full  recognition  of  the  consequences  that  ex- 
penditure will  involve.  We  have  spiraling  inflation  now,  and  projec- 
tion indicates  it  is  going  to  increase.  We  have  a  problem  as  far  as  the 
value  of  the  dollar  is  concerned ;  we  have  great  deficits  in  our  foreign 
trade,  regardless  of  some  of  the  good  months  that  we  have  had.  When 
we  take  a  full  year  into  consideration,  or  when  we  take  a  5-year  period 
into  consideration,  it  certainly  is  not  encouraging. 

The  increase  of  Federal  assistance  to  State  and  local  governments 
has  been  nothing  short  of  phenomenal,  and  there,  too  are  abuses.  As 
a  former  Governor  I  can  recall  getting  started  on  several  federally 
initiated  programs,  just  because  there  was  the  incentive  from  the 
standpoint  of  the  Federal  Government  through  what  they  would  call 
practically  free  money.  There  is  no  free  money,  as  we  all  know,  but 
Kiany  of  the  State  legislatures  thought,  "If  the  money  comes  from  the 
Federal  Government  we  don't  have  to  face  our  own  public  in  account 
ability."  They  were  fooling  themselves.  As  I  recall,  some  of  our  pro- 
grams started  on  a  5-year  period.  The  first  year  the  Federal  Govern- 
ment would  assume  a  100  percent  of  the  cost ;  the  second  year  80  per- 
cent, and  then  right  down  to  20  percent  each  year  until  the  State  foimd 
itself  with  a  program  that  perhaps  was  not  a  priority  program,  but 
because  they  had  followed  the  line  of  least  resistence,  getting  Federal 
money,  they  were  stuck  with  it.  So,  the  great  increase  in  State  expen- 
ditures has  come  about,  it  was  shown,  from  Federal  aid.  In  fact, 
there  were  $3  billion  of  Federal  aid  in  1955,  and  $52  billion  in  1975. 
Federal  money  constituted  18.4  percent  of  State  and  local  expendi- 
tures in  1965 ;  in  1974  that  figure  rose  to  32.4  percent. 
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I  think  we  must  take  into  consideration  just  what  is  being  obtained 
by  those  dollars.  In  many  instances  those  dollars  have  resulted  in  ex- 
penditures at  the  State  level  and  have  placed  a  further  burden  on 
the  taxpaj'Crs.  In  fact,  Federal  spending  on  State  and  local  govern- 
ments is  but  one  aspect  of  the  serious  problem  confronting  us.  I  am 
convinced  that  affirmative  steps  must  be  taken  to  bring  Federal  spend- 
ing under  control. 

The  new  budget  procedures  are  admirable  insofar  as  they  go.  How- 
ever, the  problem  remains  that  expenditures  are  not  required  to  meet 
receipts.  That  is  a  matter  that  was  brought  out,  unfortunately  un- 
successfully, to  have  a  balanced  budget  under  our  budgetary  program 
at  some  time  in  the  future.  Of  course,  I  favor  it  being  done  very  rap- 
idly. In  fact,  I  think  it  is  possible,  where  others  think  it  is  not.  [But, 
didn't  even  reach  a  goal  in  that  respect  that  we  would  have  balanced 
budget  mider  a  legislatively  controlled  program.] 

There  have  been  many  who  have  said  that  it  would  not  be  wise 
to  have  a  balanced  budget  and  we  should  not  work  toward  a  balanced 
budget.  I  do  not  agree  with  that.  I  feel  that  is  our  great  hope,  and  I 
feel  that  we  should  work  toward  that  end. 

We  have  had  several  proposed  constitutional  amendments  that 
have  been  considered  over  the  years;  this  isn't  anything  new.  When 
I  first  arrived  here  in  Congress,  back  in  1965,  I  was  cosponsor  of  a 
budget-balancing  bill.  Many  had  been  offered  prior  to  that,  dating 
back  to  the  great  Senator  Byrd  from  your  State  of  Virginia,  who  was 
one  of  the  first  sponsors  of  such  a  program. 

We  have  many  in  the  Congress  who  still  feel  that  a  balanced  Federal 
budget  should  be  our  goal.  And  I  think  when  we  average  out  what  the 
voters  of  this  country  think,  and  what  the  legislators  think  who  have 
the  experience  of  balancing  their  own  budgets,  they  would  express 
themselves  in  the  same  way. 

So,  Mr.  Chairman,  I  do  commend  you  for  having  these  hearings, 
and  I  want  to  do  anything  I  can  to  see  that  we  have  a  balanced  budget 
for  this  great  country  of  ours. 

Senator  Scott.  Well,  Senator  Fannin,  we  appreciate  your  being 
here,  and  we  appreciate  your  contribution  to  these  hearings. 

You  ex]:)ressed  hope  and  a  degree  of  confidence  in  our  budget  com- 
mittees that  the  Congress  has  just  recently  created.  Would  you  be  of 
the  opinion  that  we  can  improve  our  fiscal  situation,  and  that  we  can 
obtain  a  balanced  budget  in  years  to  come,  without  a  constitutional 
amendment?  In  the  absence  of  a  coustitutioiial  amendment,  do  you 
foel  we  would  continue  to  have  these  deficits.  Would  you  express  your 
views  on  that  ? 

Senator  Fannin.  I  am  encouraged  with  the  Budget  Committee 
activity.  But  I  have  been  very  discouraged  that  there  are  so  many 
in  the  Congress  who  will  not  give  up  certain  programs  that  they 
feel  happen  to  affect  their  particular  States,  or  constituency,  or  their 
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I  think  it  is  aoino;  to  be  A-ery  difficult  to  have  a  balanced  budcot 
unless  it  is  mandated  bv  a  vote  of  the  people.  So.  T  feel  by  doing  what 
we  are  going  to  do  when  we  do  have  a  constitutional  amendment, 
fhf>t  is  a  mandate  iDy  the  people  and  the  State  legislatures  that  hope- 
full  v  will  constitute  the  voice  of  these  people  at  the  State  level. 
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Consequently,  I  do  feel  if  we  are  going  to  achieve  a  balanced  budget 
program  within  the  near  future,  or  even  the  foreseeable  future,  it  will 
take  a  constitutional  amendment. 

Senator  Scott.  Thank  you.  Senator  Fannin,  we  appreciate  your 
being  with  us. 

Senator  Fanniist.  Thank  you,  Mr.  Chairman. 

[The  written  statement  of  Senator  Paul  J.  Fannin  is  as  follows :] 

Mr.  Fannin.  Mr.  President,  yesterday,  I  Iiad  the  privilege  of  testifying  be- 
fore the  Subcommittee  on  Constitutional  Amendments  in  support  of  Senate  Joint 
Resolution  .55,  a  proposed  constitutional  amendment  mandating  a  balanced  re<l- 
eral  budget,  except  in  cases  of  national  emergency  declared  by  Congress.  My 
fellow  cosponsors  of  Senate  .Joint  Rsolution  5.5  and  I,  appreciate  the  chairman's 
scheduling  hearings  on  this  vital  and  timely  issue. 

I  ask  unanimous  consent  that  my  statement  before  the  subcommittee  be  printed 
in  the  Record. 

Testimony  of  Senator  Fannin  Before  the  Judiciary  Subcommittee  on 
Constitutional  Amendments 

Mr.  Chairman,  it  is  a  pleasure  for  me  to  have  an  opportunity  to  testify  today 
before  this  distinguished  subcommittee,  jolin  my  fellow  cosponsors  of  S.J. 
Res.  55  as  well  as  those  of  S.J,  Res.  93  in  extending  my  sincere  appreciation  for 
your  conducting  hearings  on  this  vital  issue. 

Mr.  Chairman,  I  am  here  today  because  I  am  deeply  concerned  about  the 
present  and  future  financial  integrity  of  the  United  States.  It  is  clear  to  me  that 
our  economy  cannot  stand  much  more  of  the  wild,  fiscally  irresponsible  policies 
which  have  emanated  out  of  Washington  during  the  last  fifteen  years.  The  giant 
spending  machine  which  the  Legislative  and  the  Executive  branches  have  pro- 
moted has  reached  the  point  of  being  uncontrollable.  Political  commitments  and 
automatic  formula  increases  have  expanded  the  Federal  budget  at  a  truly  in- 
credible rate. 

During  my  years  in  the  Senate  the  Federal  budget  has  increased  from  almost 
$117  billion  in  FY  '65  to  a  projected  $367  billion  in  FY  '76,  an  increase  of  over 
two  hundred  percent.  Despite  several  good  years  economically  during  that  period 
the  Federal  Government  completed  only  one  year  with  a  surplus.  As  I  have 
pointed  out  before,  while  the  majority  of  my  colleagues  profess  to  follow  the 
economic  principles  of  John  Maynard  Keynes,  it  is  apparent  they  have  only 
bought  one-half — the  deficit  spending  side. 

Mr.  Chairman,  as  you  know,  the  deficit  for  fiscal  year  1076  will  be  somewhere 
between  $59.9  billionif  you  agree  with  the  President,  and  $6S.,S  billion  if  you  agree 
with  the  Budget  Committees  of  Congress.  Next  year's  deficit  could  be  even  larger. 
I  am  convinced  that  our  economy  cannot  absorb  these  deficits  without  causing 
disastrous,  long  term  problems  in  the  private  sector.  Again,  as  I  have  stated 
liefore,  this  year's  so-called  "stimulative"'  budget  could  easily  become  an  ''abor- 
tive" budget  for  the  economic  recovery. 

Our  economy  needs  to  expand  its  capacity  before  the  multitudes  of  unemployed 
are  back  in  productive  roles.  That  expansion  will  not  take  place  if  the  private 
sector  does  not  have  the  necessary  financial  sources  from  which  to  borrow.  Every 
economic  recovery  reaches  a  point  where  new  borrowing  is  essential.  The  recovery 
we  are  beginning  to  experience  may  be  short  lived  if  all  sources  of  private  bor- 
rowing are  soaked  up  by  the  Federal  deficit.  Increased  capital  investment  is 
the  best  answer  to  our  economic  difficulties.  Government  spending  will  never 
qualify  as  a  substitute  for  investment  in  the  private  sector. 

Mr.  Chairman,  I  would  like  to  take  a  few  minutes  to  discuss  an  aspect  of  Fed- 
eral deficit  spending  which  few  people  consider.  That  is  how  State  and  local 
governments  are  affected  by  Federal  deficit  spending. 

There  is  no  question  that  the  most  spectacular  growth  in  American  govern- 
ment in  the  last  two  decades  has  been  by  States  and  localities.  From  1952  to 
1972  State  and  local  expenditures  increased  from  $25.2  liillion  to  $164  billion, 
an  increase  of  550  percent.  During  those  two  decades.  State  and  local  debt  rose 
bv  $145  billion. 

Expanded  State  and  local  budgets  and  debts  have  occurred  largely  because 
of  stimulation  by  Federal  programs.  These  programs  have  resulted  from  the 
ease  with  wliichthe  Federal  government  can  incur  deficits  to  provide  for  new 
grant-in-aid  programs,  without  facing  the  difficult  task  of  raising  taxes  for 
such  programs. 
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The  increase  in  Federal  assistance  to  State  and  local  governments  has  been 
nothing  short  of  phenomenal.  The  $3  billion  in  Federal  aid  in  1955  grew  to  $52 
billion  in  1975.  During  that  same  period,  grant-in-aid  programs  increased  more 
than  ten-fold  from  less  than  100  to  more  than  1,000.  Federal  money  constituted 
18.4  percent  of  State  and  local  expenditures  in  1965.  In  1974  that  figure  rose  to 
32.4  percent. 

Since  such  programs  require  State  and  local  matching  funds,  State  and  local 
liudgets  and  taxes  steadily  increase.  Capital  expansion  projects  cannot  be 
funded  from  current  receipts,  thereby  reS'Ulting  in  higher  State  and  local  debts. 

There  are  additional  problems  for  States  and  localities  created  by  the  recent 
proliferation  of  Federal  programs.  Important  among  these  is  the  recurring 
problem  that  grant-in-aid  programs  often  are  funded  for  narrow  programmatic 
expenditures.  This  results  in  States  and  localities  being  incapable  of  spending 
dollars  where  the  immediate  needs  may  be.  Another  problem  is  the  lack  of  ade- 
quate planning  connected  with  Federal  deficit  spending.  The  ability  to  spend 
without  restraint  often  leads  to  unexpected  program  money  which  must  be 
sought  immediately  by  States  or  lost  to  someone  else.  Such  haste  invariably 
makes  waste. 

Mr.  Chairman,  the  effect  of  Federal  spending  on  State  and  local  governments 
is  but  one  aspect  of  the  serious  problem  confronting  us.  I  am  convinced  that 
aflSrmative  steps  must  be  taken  to  bring  Federal  spending  under  control.  The 
new  budget  procedures  are  admirable  insofar  as  they  go.  However,  the  problem 
remains  that  expenditures  are  not  required  to  meet  receipts.  S.J.  Res.  55  pro- 
poses a  constitutional  amendment  requiring  a  balanced  budget.  Emergency  situa- 
tions may  occur  which  would  necessitate  deficit  spending.  The  amendments 
language  takes  such  emergency  situations  into  account  by  allowing  for  its  sus- 
pension by  a  concurrent  resolution  agreed  to  by  a  roll  call  vote  of  three-fourths 
of  all  the  members  of  each  House  of  Congress. 

I  encourage  this  Committee  to  take  positive  and  quick  action  on  S.J.  Res.  55 
so  that  the  full  Senate  may  have  an  opportunity  to  debate  this  issue.  It  is  my 
hope  that  the  States  will  soon  have  an  opportunity  to  act  on  this  proposed  amend- 
ment. I  am  confident  that  the  majority  of  Americans  want  their  government  to 
operate  on  a  sound  fiscal  policy. 

If  the  average  voter's  desires  are  expressed  by  the  Congress  and  the  State 
legislatures,  this  amendment  will  become  law. 

Thank  you. 

Senator  Scott.  Mr.  Halbrook? 

Mr.  Halbrook,  if  you  would  identify  yourself  for  the  record,  and 
then  just  proceed  in  your  own  manner. 

Mr.  Halbrook.  If  I  could  approach  the  Chair. 

Senator  Scott.  Yes. 

Mr.  Halbrook,  Mr.  Chairman,  I  have  a  copy  of  my  testimony  and 
supporting  documents,  if  you  want  to  follow  it. 

Senator  Scott.  Mr.  Halbrook,  as  I  understand  it,  you  do  have  nre- 
pared  testimony  that  3^ou  want  included  in  the  record:  this  will  be 
done.  And  then  you  have  other  material  that  you  furnished  the  com- 
mittee, a  resolution  and  testimony  by  others,  that  will  be  retained  in 
tke  committee  files,  it  will  not  necessarily  be  a  part  of  the  record,  we 
are  talking  about  a  printed  record.  But  it  will  be  retained,  the  other 
mfjterial,  for  the  information  of  the  committee. 

If  you  would  proceed  now  in  your  own  mamier,  identify  yourself 
for  the  record, 

STATEMENT  OF  DAVID  M.  HALBROOK 

Mr,  Halbrook.  First  of  all,  whenever  you  meet  someone  there  are 
always  three  things  that  they  want  to  know,  who  you  are,  where  you 
are  from,  and  what  you  do.  I  am  David  Halbrook.  I  am  from  the 
heart  of  the  Yazoo-Mississippi  Delta,  the  metropolis  of  Mississippi, 
the  garden  spot  of  the  South,  the  pride  of  the  Nation,  the  culture 
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center  of  the  world,  the  shining  light  of  the  universe,  and  the  golden 
buckle  of  the  cotton  belt. 

Senator  Scott.  Second  to  Virginia,  the  nicest  State  of  the  Union. 
Go  right  ahead. 

Mr.  Halbrook.  One  of  my  ambitions  in  life  is  to  die  in  Belzoni, 
Miss.  I  am  involved  in  commercial  real  estate  development,  farming, 
and  serve  in  the  Mississippi  House  of  Eepresentatives.  I  like  to  think 
I'm  a  businessman  who  happens  to  be  engaged  in  politics. 

Following  Senator  Fannin's  remarks  here,  I  might  be  able  to  give 
some  personal  insights. 

For  some  time  the  Nation's  economy  and  the  Federal  budget  has 
been  a  great  concern  to  me.  In  August  of  1974  my  first  grandchild  was 
I>orn  and  I  decided  to  attempt  to  do  something  about  the  Federal 
mortgage  we  are  placing  on  his  future.  Independently  of  any  other 
State,  but  with  the  help  of  several  members  of  Mississippi's  congres- 
sional delegation  I  had  drafted  a  resolution  calling  for  a  national 
constitutional  convention. 

This  resolution  proposed  an  amendment  to  the  Federal  Constitution 
to  make  the  Federal  Government  live  within  a  balanced  budget  except 
in  times  of  emergency  and  to  pay  back  the  present  Federal  debt  within 
100  years.  It  was  passed  by  the  Mississippi  Legislature  in  March  1975 ; 
and  I  have  given  a  copy  of  it  to  you  with  these  other  documents. 

Since  thaiTtime  I  have  made  trips  to  Louisiana,  Alabama,  Florida, 
and  the  Southern  Legislative  Conference  of  the  Council  of  State 
Governments.  In  addition  to  these  trips,  I  have  corresponded  with 
})eople  in  all  sections  of  the  country.  I  have  yet  to  meet  with  any  serious 
opposition  to  the  concept  of  a  balanced  Federal  budget.  Since  Mis- 
sissippi passed  its  resolution,  resolutions  dealing  with  the  same  subiect 
have,  to  my  knowledge — and  the  reason  I  say  "to  mv  knowledge"  is 
because  I  feel  quite  certain  that  my  knowledge  is  not  all  encompassing, 
I  would  be  very  much  surprised  if  resolutions  in  other  States  hare 
not  been  passed  beyond  my  knowledge — but  they  have  been  intro- 
duced in  Delaware,  Louisiana,  Maryland,  Nebraska,  Tennessee,  and 
Texas  with  promises  of  introductions  from  Alabama,  Florida,  Wyo- 
ming, Georgia,  Idaho,  and  several  other  States.  Since  this  testimony 
was  prepared  I  have  found  interest  in  Virginia,  and  in  Indiana.  These 
resolutions  have  already  passed  in  Mississippi,  Louisiana,  Tennessee, 
Maryland,  Nebraska,  the  Southern  Legislative  Conference  of  the 
Council  of  State  Governments,  and  the  Southern  Governors  Con- 
ference. 

I  have  given  you  copies  of  all  these  resolutions  to  which  I  hare 
referred. 

Certainly,  any  concept  which  has  attracted  as  much  enthusiasaa 
and  favorable  action  in  such  a  short  period  of  time  deserves  the  atten- 
tion that  you  are  giving  it.  As  slowly  as  the  wheels  of  government 
turn,  if  it  gets  this  reaction  in  this  short  period  of  time,  particularly 
when  a  number  of  legislatures  have  not  been  in  session,  I  think  it's 
deser"vnng. 

There  are  three  primary  reasons  that  such  a  limitation  should  be 
placed  on  the  Federal  Government.  The  first  of  these  is  the  future 
of  our  children  and  grandchildren.  Do  we  want  to  place  an  obliga- 
tion on  them  which  they  may  never  be  able  to  overcome?  I  certainly 
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do  not  think  so.  That  is  exactly  what  we  are  doing  every  time  we 
spend  money  we  do  not  have.  There  will  be  a  payday  some  day,  and 
the  sad  part  about  it  is.  our  children  will  be  the  payoi"S. 

The  second  reason  that  the  concept  deserves  your  consideration  is 
the  good  of  the  country.  We  can  pass  laws  and  repeal  laws  of  various 
sorts  every  day,  but  there  is  one  basic  law  of  economics  that  we  cannot 
change,  that  is  the  law  of  productivity.  This  country  became  great 
because  of  the  total  value  of  its  people's  production.  If  you  will  look 
at  the  present-day  world  you  will  find  two  countries  who  have  gained 
more  strength  economically  in  the  last  25  years  than  any  other  coun- 
tries. They  are  West  Germany  and  Japan.  How  did  they  do  it  ?  They 
did  it  through  production.  At  the  present  time  the  most  reliable  sour- 
ces that  I  have — and  this  differs  somewhat  from  the  testimony  this 
morning,  but  it  is  perhaps  more  encompassing  and  include  more 
divisions  of  government — the  most  reliable  sources  that  I  have  indi- 
cate that  something  over  30  percent  of  our  population  is  involved  in 
government,  on  either  the  Federal,  State,  or  local  level. 

Government  is  essentially  nonproductive  in  the  economic  sense.  If 
we  can  limit  or  stop,  or  decrease  the  proliferation  of  government  and 
governmental  interference  in  the  free  enterprise  system,  then  we  will 
begin  to  return  to  this  basic  law  of  economics  which  made  the  coun- 
try great,  the  law  of  production.  jSIoney  will  not  take  the  place  of 
production,  but  production  will  bring  economic  benefit  to  all. 

The  third  reason  that  we  need  to  limit  Federal  spending  is  for  the 
good  of  the  people  today.  In  recent  months  we  have  all  felt  the 
ravages  of  inflation.  It  has  not  affected  any  of  us  in  this  room  as  it 
has  those  people  on  low  and  fixed  income.  "\Miat  purpose  does  it 
serve  to  give  a  person  who  is  either  working  or  retired  a  5-  or  8-per- 
cent increase  in  income  when  inflation  is  advancing  at  a  rate  of  10  or 
12  percent  a  year  ?  This  is  a  cniel  farce  to  perpetrate  on  these  people. 
If  we  can  get  the  Federal  Government  out  of  the  money  market,  then 
there  will  be  more  capital  available  for  private  industry  for  more 
jobs,  for  gi-eater  production,  and  a  lower  rate  of  inflation  so  that  the 
people  will  not  suffer  because  of  the  fiscal  irresponsibility  of  their 
government. 

This  is  a  true  story.  "\Mien  I  was  a  child,  my  father  took  us  to 
]Mexico.  One  thing;  that  impressed  me  on  this  trip  was  the  Mexican 
centavo,  the  Mexican  penny.  Most  of  you  haA'e  seen  them;  thev  are 
about  the  size  of  a  50-cent  piece.  About  5  years  ago  I  took  my  children 
to  Mexico  and  I  wanted  them  to  see  this  "big  penny"  that  had  im- 
pressed me  so  much  years  ago.  We  never  did  get  one  in  change  and 
finallv  I  asked  the  guide,  "Euben,  where  can  I  get  a  centavo  to  show 
my  children?"  He  said,  "You  can't;  they  aren't  any  more."  I  asked 
him  what  happened  to  them.  He  said,  "They  weren't  good  for  any- 
thing anyway.  The  people  took  them,  punched  holes  in  them,  and 
made  buttons  out  of  them."  The  currency  got  in  that  bad  a  shape. 
Are  we  going  to  get  in  the  same  shape? 

I  find  absolutely  no  qmirrel  with  the  intent  of  Senate  Joint  Resolu- 
tion 55,  but  I  did  find  some  problems  in  the  original  version.  It  is 
mv  understanding  that  Senator  Curtis  made  an  amendment  which 
will  absorb  all  of  these  objections.  This  testimonv  was  made  before 
I  had  a  chance  to  see  the  amendment,  and  I  would  like  to  go  through 
that  primarily  for  philosophical  reasons,  not  as  they  apply  to  the- 
amended  resolution. 
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First,  I  do  not  believe  it  is  wise  to  increase  the  power  of  the  executive 
branch  of  Government  by  placing  in  the  Constitution  the  requirement 
that  we  have  an  executive  budoet  and  a  tax  rate  dictated  by  the  execu- 
tive branch.  Tliis  is  contrary  to  the  concept  that  taxes  should  originate 
in  the  House  which  is  the  representative  of  the  people. 

Second,  I  do  not  think  that  the  power  involved  in  setting  these  tax 
rates  should  be  given  to  just  two  people,  the  President  and  the  Speaker 
of  the  House  of  Eepresentatives.  We  need  more  people  involved  and  a 
greater  diffusion  of  this  jwwer.  Remember,  the  x^ower  to  tax  is  the 
2)0Aver  to  destroy. 

Third,  if  the  indi^•idual  members  of  the  legislative  branch  know  that 
they  will  not  be  directly  involved  in  setting  a  tax  rate  and  source  they 
will  not  be  as  responsible  as  they  would  l^e  if  they  knew  that  they  were 
going  to  have  to  hnd  the  money  that  they  spent  and  the  place  to  get 
it  from.  For  the  most  responsible  Government  and  to  preserve  the 
strength  of  the  legislative  branch,  we  need  to  have  the  people  who 
spend  the  money  raise  the  money. 

In  all  my  work  on  this  project  throughout  the  country,  I  have  only 
had  two  objections  raised.  One  was  from  a  man  who  did  not  feel  that 
the  free  enterprise  system  would  work  any  longer.  Certainly,  I  do  not 
-hare  this  belief  and  hope  that  you  do  not  share  it  either.  AVe  may  not 
return,  and  it  might  not  be  wise  to  try  to  return  to  the  true  free  enter- 
prise system  we  have  had  at  times  in  the  past,  but  I  do  not  know  of 
any  other  tyi:)e  system  in  history  which  has  worked  as  well  for  the 
Xation  and  the  people. 

The  other  objection  that  I  have  received,  talking  about  the  concept 
of  a  balanced  budget  and  the  way  to  achieve  it,  at  a  constitutional  con- 
vention, has  been  a  fear  of  the  actions  of  a  constitutional  convention. 
This  does  not  bother  me  because  a  constitutional  convention  can  do 
no  more  than  you  gentlemen  and  Congress  can  do,  that  is,  propose.  It 
Avill  still  be  up  to  the  State  legislatures  to  ratify  any  action  taken. 

At  the  present  time  37  States — this  figure  and  the  list  of  States  you 
liave  in  the  package,  was  developed  in  our  Attorney  General's  office. 
Since  that  time,  I  have  learned  today,  that  there  possibly  may  be  two 
more  States,  the  States  of  Maryland  and  South  Carolina,  which  are 
not  noted  on  this  list. 

Thirty-seven  States  require  of  themselves  that  they,  as  States,  live 
within  a  lialanced  budget.  There  have  been  years  in  recent  history 
Avlien  the  Federal  Government  has  had  a  balanced  budget.  Certainly, 
if  the  States  can  do  it,  and  if  the  Federal  Government  has  done  it,  it 
is  not  an  impossible  task.  If  you  look  at  the  otlier  great  nations  of  both 
ancient  and  recent  history,  you  will  see  tliat  it  is  a  necessity. 

I  would  very  much  like  to  thank  the  chairman,  the  committee.  Sen- 
ator Curtis  and  the  other  people  involved,  for  this  opportunity,  and  I 
would  be  pleased  to  eno-aae  in  anv  conversation  that  you  would  like. 
Senator  Scott.  Mr.  TTalbrook,  it's  very  nice  of  you  to  be  here,  weap- 
]~>reciate  the  testimony  you  have  given!  The  supplement,  the  various 
resolutions,  will  be  retained  as  part  of  the  committee  file. 

T  have  no  questions  that  I  want  to  ask  you.  Thank  you  very  much. 
Tf  there  is  no  one  else  to  testify,  the  committee  will  stand  adiourned. 
HA^^ereuDon,  at  4:05  p.m.,  the  subcommittee  adjourned,  subject  to 
the  call  of  the  Chair.] 
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Testimont  of  David  M.  Halbrook,  District  16,  Holmes  and  Humphreys 
Counties,  Mississippi  House  of  Representatives,  Before  the  Subcommittee 
ON  Constitutional  Amendments  of  the  Committee  on  the  Judiciary,  Sep- 
tember 23, 1975. 

Whenever  you  meet  someone  there  are  always  three  things  that  they  want  to 
know ;  yho  you  are,  where  you  are  from,  and  what  you  do.  I  am  David  Halbrook. 
I  am  from  the  heart  of  the  Yazoo-Mississippi  Delta,  the  metropolis  of  Mississippi, 
the  garden  spot  of  the  South,  the  pride  of  the  nation,  the  culture  center  of  the 
world,  the  shining  light  of  the  universe,  and  the  golden  buckle  on  the  cotton  belt. 
One  of  my  ambitions  in  life  is  to  die  in  Belzoni,  Mississippi.  I  am  involved  in 
commercial  real  estate  development,  farming  and  serve  in  the  Mississippi  House 
of  Representatives. 

For  some  time  the  nation's  economy  and  the  federal  budget  has  been  of  great 
concern  to  me.  In  August  of  1974  my  first  grandchild  was  born  and  I  decided  to 
attempt  to  do  something  about  the  federal  mortgage  we  are  placing  on  his  future. 
Independently  of  any  other  state  but  with  the  help  of  several  members  of 
Mississippi's  congressional  delegation  I  had  drafted  a  resolution  calling  for  a  na- 
tional constitutional  convention.  This  resolution  proposed  an  amendment  to  the 
federal  constitution  to  made  the  federal  government  live  within  a  balanced 
budget  except  in  times  of  emergency  and  to  pay  back  the  present  federal  debt 
within  100  years.  It  was  passed  by  the  Mississippi  legislature  in  March,  1975,  and 
I  will  leave  a  copy  of  it  with  you. 

Since  that  time  I  have  made  trips  to  Louisiana,  Alabama,  Florida,  and  the 
Southern  Legislative  Conference  of  the  Council  of  State  Governments.  In  addi- 
tion to  these  trips  I  have  corresponded  with  people  in  all  sections  of  the  country 
I  have  yet  to  meet  with  any  serious  opposition  to  the  concept  of  a  balanced 
federal  budget.  Since  Mississippi  passed  its  resolution,  resolutions  dealing  with 
the  same  subject  have,  to  my  knowledge,  been  introduced  in  Delaware,  Louisiana, 
Maryland,  Nebraska,  Tennessee  and  Texas  with  promises  of  introductions  from 
Alabama,  Florida,  Wyoming,  Georgia,  Idaho  and  several  other  states.  These 
resolutions  have  already  passed  in  Mississippi,  Louisiana.  Tennessee,  Mary- 
land, Nebraska,  the  Southern  Legislative  Conference  of  the  Council  of  State  Gov- 
ernments and  the  Southern  Governors  Conference.  I  will  leave  copies  of  all  of 
these  resolutions  with  you.  Certainly  any  concept  which  has  attracted  as  much 
enthusiasm  and  favorable  action  in  such  a  short  period  of  time  deserves  the 
attention  you  gentlemen  are  giving  it. 

There  are  three  primary  reasons  that  such  a  limitation  should  be  placed  on 
the  federal  government.  The  first  of  these  is  the  future  of  our  children  and  grand- 
children. Do  we  want  to  place  an  obligation  on  them  which  they  may  never  be 
able  to  overcome?  I  certainly  do  not  think  so.  That  is  exactly  what  we  are  do- 
ing every  time  we  spend  money  we  do  not  have.  There  will  be  a  pay  day  some  day. 

The  second  reason  that  the  concept  deserves  your  consideration  is  the  good  of 
the  country.  We  can  pass  laws  and  repeal  laws  of  various  sorts  every  day  but 
there  is  one  basic  law  of  economics  that  we  cannot  change.  That  is  the  law  of 
productivity.  This  country  became  great  because  of  the  total  value  of  its  people's 
production.  If  you  will  look  at  the  present  day  world  you  will  find  two  coun- 
tries who  have  gained  more  strength  economically  in  the  last  25  years  than  any 
other  countries.  They  are  West  Germany  and  Japan.  How  did  they  do  it?  They  do 
not  have  vast  resources  within  their  borders  as  we  do.  They  did  it  through  pro- 
duction. At  the  present  time  most  reliable  sources  indicate  that  something 
over  thirty  percent  of  the  population  is  involved  in  government  at  either  the 
federal,  state  or  local  level.  Government  is  essentially  non-productive  in  the  eco- 
nomic sense.  If  we  can  limit  or  stop  or  decrease  the  proliferation  of  government 
and  governmental  interference  in  the  free  enterprise  system  then  we  will  begin 
to  return  to  the  this  basic  law  of  economies  which  made  the  country  great.  Money 
will  not  take  the  place  of  production  but  production  will  bring  economic  benefit 
to  all. 

Tlie  third  reason  that  we  need  to  limit  federal  spending  is  for  the  good  of  the 
people  today.  In  recent  months  we  have  all  felt  the  ravages  of  infiation.  It  has 
not  affected  any  of  us  as  it  has  those  people  on  low  and  fixed  income.  What  pur- 
pose does  it  serve  to  give  a  person  who  is  either  working  or  retired  a  five  or  eight 
per  cent  increase  in  income  when  inflation  is  advancing  at  a  rate  of  ten  or  tweleve 
per  cent  a  year.  This  is  a  cruel  farce  to  perpetrate  on  these  people.  If  we  can  get 
the  federal  government  out  of  the  money  market  then  there  will  be  more  capital 
avalible  for  private  industry,  for  more  .iol)s.  for  greater  production,  and  a  lowet 
rate  of  inflation  .so  that  the  iieople  will  not  suffer  because  of  the  fiscal  irrespon- 
sibility of  their  government. 
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When  I  was  a  child  my  father  took  us  to  Mexico.  One  thing  that  impressed  me 
on  this  trip  was  the  Mexican  centavo,  the  Mexican  penny.  Most  of  you  have  seen 
them;  they  are  about  the  size  of  a  50<^  piece.  About  five  years  ago  I  tooli  my 
children  to  Mexico  and  I  wanted  them  to  see  this  '"big  penny"  that  had  impressed 
me  so  much  years  before.  We  never  did  get  one  in  change  and  tinally  I  asked  the 
guide,  "Ruben,  where  can  I  get  a  centavo  to  show  my  children?"  He  said,  "You 
can't,  there  aren't  any  more."  I  asked  him  what  happened  to  them.  He  said,  "They 
weren't  good  for  anything  anyway.  The  people  took  them,  punched  holes  in  them, 
and  made  buttons  out  of  them." 

Are  we  going  to  get  in  the  same  shape? 

I  find  no  quarrel  with  the  intent  of  Senate  .Joint  Resolution  55  but  do  think 
that  it  has  several  problems.  First,  I  do  not  believe  it  wise  to  increase  the  power 
of  the  executive  branch  of  government  by  placing  in  the  constitution  the  require- 
ment that  we  have  an  executive  budget  and  a  tax  rate  dictated  by  the  executive 
branch.  This  is  contrary  to  the  concept  that  taxes  should  originate  in  the  house 
which  is  the  representative  of  the  people.  Second,  I  do  not  think  that  the  power 
involved  in  setting  these  tax  rates  should  be  given  to  just  two  people,  the  Presi- 
dent and  the  Speaker  of  the  House  of  Representatives.  We  need  more  people 
involved  and  a  greater  diffusion  of  this  power.  Remember,  the  power  to  tax  is 
the  power  to  destroy. 

Third,  if  the  individual  members  of  the  legislative  branch  know  that  they  will 
not  be  directly  involved  in  setting  a  tax  rate  and  source  they  will  not  be  as  re- 
sponsible as  they  would  be  if  they  knew  that  they  were  going  to  have  to  find  the 
money  that  they  spent  and  the  place  to  get  it  from.  For  the  most  responsible 
government  and' to  preserve  the  strength  of  the  legislative  branch  we  need  to  have 
the  people  who  spend  the  money  raise  the  money. 

In  all  my  work  on  this  project  throughout  the  country  I  have  only  had  two 
objections  raised.  One  was  from  a  man  who  did  not  feel  that  the  free  enterprise 
system  would  work.  Certainly  I  do  not  share  this  belief  and  hope  that  you  do  not 
share  it  either.  We  may  not  return,  and  it  might  not  be  wise  to  return,  to  the  true 
free  enterprise  system  we  have  had  at  times  in  the  past  but  I  do  no  know  of  any 
other  type  systera  in  history  which  has  worked  as  well  for  a  nation  and  its  iieople. 

The  other  objection  has  been  a  fear  of  the  actions  of  a  constitutional  conven- 
tion. This  does  not  bother  me  because  a  constitutional  convention  can  do  no  more 
than  you  gentlemen  can  do — propose.  It  wdll  still  be  up  to  the  state  legislatures  to 
ratify  any  action  taken. 

At  the  present  time  37  (States  require  of  themselves  that  they,  as  states,  live 
within  a  balanced  budget.  There  have  been  years  in  recent  history  w^hen  the 
federal  government  has  had  a  balanced  budget.  Certainly  if  the  states  can  do  it 
and  if  the  federal  government  has  done  it ;  it  is  not  an  impossible  task.  If  you  will 
look  at  the  other  great  nations  of  both  ancient  and  recent  history  you  will  see 
that  it  is  a  necessity. 

Statement  by  Robert  C.  Brown,  iExecutive  Director,  Tax  Foundation,  Inc., 
Submitted  to  the  Subcommittee  on  Constitutional  Amendments,  Senate 
Committee  on  the  Judiciaky,  October  10,  1975 

We  are  pleased  to  respond  to  the  invitation  extended  through  Senator  Carl  T. 
Curtis  to  comment  on  his  proposed  amendment  to  the  Constitution  to  require  the 
balancing  of  Federal  expenditures  and  revenues.  We  regret  that  prior  commit- 
ments made  it  impossible  to  present  this  statement  at  the  subcommittee  hear- 
ings. 

Before  turning  to  a  discussion  of  the  primary  objective  of  the  proposal,  we  offer 
these  comments  as  to  certain  specific  provisions  of  the  proposed  constitutional 
amendment. 

Under  this  proposal,  as  we  read  it.  any  excess  of  Federal  outlays  over  receipts 
w-ould  have  to  be  made  up  by  the  imposition  of  a  surtax,  i.e.,  a  percentage  in- 
crease of  a  taxpayer's  regular  tax.  While  it  appears  that  the  sponsors  of  the  pro- 
po.sal  intended  that  the  Congress  have  the  option  of  providing  the  revenues 
required  through  other  tax  actions,  or  through  reductions  in  budget  outlays,  the 
proposed  amendment  does  not  appear  to  spell  out  these  options.  It  is  our  viewthat 
it  would  be  a  mistake  to  include  language  which  might  be  interpreted  as  requiring 
the  imposition  of  a  surtax,  and  would  suggest  the  subcommittee  consider  clarifica- 
tion of  this  provison  of  the  .Joint  Resolution. 

We  also  have  some  question  as  to  the  proviso  permitting  the  Congress  to  set 
aside  the  requirements  of  the  amendment  in  periods  of  national  emergency. 
Clearly  some  such  provision  is  desirable ;  but  we  do  not  understand  the  rationale 
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of  the  requirement  of  a  three-fourths  vote  of  both  Houses  of  Congress.  A  two- 
thirds  vote  is  required  to  override  a  Presidential  veto.  A  similar  margin  is  re- 
quired to  suspend  the  rules  and  pass  legislation  in  the  House.  Less  than  that 
margin  is  required  to  limit  debate  in  the  Senate.  Additionally,  we  note  both 
Houses  have  recently  approved  legislation  which  would  curb  the  President's 
power  to  declare  domestic  emergencies,  and  would  permit  Congress  to  end  such 
an  emergency  by  a  majority  vote  of  both  House.  It  is  our  view  that  something 
more  than  a  majority  vote  of  both  Houses  should  be  required  to  suspend  the 
balanced  budget  requirement  of  the  Curtis  proposal,  but  that  the  requirement  of 
a  three-fourths  vote  of  both  Houses  may  be  too  stringent.  We  suggest  that  the 
subcommittee  may  tind  it  desirable  to  give  further  consideration  to  this  provi- 
sion of  the  proposed  amenchnent. 

In  general,  however,  the  objective  of  the  proposed  constitutional  amendment 
appears  to  l)e  desirable  and  deserving  of  the  most  thoughtful  consideration. 

It  is  hardly  necessary  to  recite  recent  budgetary  history.  There  were  only 
five  years  in  the  2r)-year  span  between  fiscal  years  19.50  and  1974  in  which  the 
Federal  budget  was  not  in  deficit.  The  cumulative  net  deficit  over  that  period 
was  ,$141.5  billion.  The  budget  deficit  in  the  fiscal  year  which  ended  June  30 
was  $4.3.6  billion  and  forecasts  indicate  tlie  deficit  in  the  current  year  will  be 
at  least  $60  billion  and  perhaps  as  much  as  $75  or  $80  billion — thus  adding  more 
than  $100  billion  dollars  in  additional  deficits  in  just  two  years. 

It  was  dissatisfaction  with  that  record  which,  in  part  at  least,  finally  prompted 
the  Congress  to  adopt  the  Congressional  Budget  and  Impoundment  Control  Act 
of  1974,  establishing  a  new  and  promising  concept  for  budget  control  and  deter- 
mining national  budget  priorities.  In  our  view,  the  Constitutional  amendment 
proposed  by  Senator  Curtis  is  in  no  way  inconsistent  \\ath  the  new  budget  process 
which  the  Congress  is  now  implementing  on  a  trial  run  basis,  and  which  becomes 
fully  effective  next  year.  Indeed,  in  one  respect  this  proposal  might  strengthen 
the  new  budget  process,  and  provide  additional  incentive  for  the  Executive  and 
Congress  to  apply  the  stern  national  budget  priorities  which  the  new  process 
envisions. 

That  process  requires  the  Congress,  after  setting  its  initial  budget  targets  and 
after  action  on  all  appropriations  and  other  bills  affecting  the  budget  totals 
lias  been  completed,  to  appx-ove  a  final  concurrent  resolution  and  a  budget  re- 
conciliation process  which  reaffirms  or  revises  the  budget  totals,  including  the 
appropriate  surplus  or  deficit,  set  forth  in  the  most  recently  agreed-to  concur- 
rent resolution.  At  that  point  in  the  process  the  Congress  will  be  required  to 
choose  among  these  options :  increased  taxes,  reduced  outlays,  adjusting  the 
statutoi-y  debt  limitation  to  take  account  of  any  excess  of  outlays  over  revenues, 
or  a  combination  of  these. 

The  long-sought  objective  of  this  new  budget  procedure,  of  course,  was  to 
require  the  Congress  to  look  at  the  budget  in  its  totality,  relating  expenditures 
to  income  and  debt.  However,  the  record  of  the  past  quarter  centiiry  indicates 
that,  even  in  periods  of  peace  and  prosperity,  the  choice  which  has  been  made, 
with  but  few  exceptions,  was  to  finance  outlay  increases  and/or  budget  deficits 
through  incurrence  of  additional  debt.  The  one  aspect  of  the  new  Congressional 
budget  process  which  many  will  be  watching  most  closely  will  be  whether,  in 
that  final  budget  reconciliation  process,  there  \\ill  be  demonstrated  the  will  to 
adjust  outlays  to  revenue  prospects,  or  to  adjust  taxes  to  meet  desired  expendi- 
tures, or  whether  Congress  is  to  continue  the  practice  of  incurring  deficits  and 
adding  to  the  public  debt.  No  procediiral  reforms  will  cure  our  budgetary  ex- 
cesses, unless  there  is  a  demonstration  of  that  will  and  discipline  by  the 
Congress. 

There  are  legitimate  arguments  that  can  be  made  in  support  of  some  sort  of 
basic  restriction  on  the  unlimited  incurrence  of  debt,  which  in  effect  is  a  basic 
purpose  of  the  proposal  now  before  the  subcommittee.  As  members  of  the  sub- 
committee are  aware,  many  state  and  local  governments  do  have  some  form 
of  tax  limitations  or  debt  restrictions,  the  objective  of  which  is  to  require  hard 
decisions  as  to  program  priorities,  or  at  least  require  that  the  loosening  or 
breaching  of  those  restrictions  is  subject  to  the  approval  of  the  voters. 

The  Federal  government  has  no  effective  restrictions  on  taxing  powers,  and 
particularly  on  incurrence  of  additional  del)t.  This  has  been  a  key  element  in 
tlie  shifting  of  Federal-state-local  fi.«>cal  relationships  since  the  19.30's.  As  the 
I'ealization  grew  among  state  and  local  governments,  and  other  groups  as  well, 
tbat  there  was  no  really  effective  limitation  upon  the  incurrence  of  new  Federal 
debt,  they  tended  to  turn  more  and  more  to  the  Federal  government  for  financial 
assistance  in  dealing  with  their  problems. 
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While  there  are  undoubtedly  areas  where  Federal  assistance  is  justifiable  and 
desirable,  this  trend  in  intergovernmental  fiscal  relationships  over  the  past 
decades  undoubtedly  has  served  to  alter  the  balance  of  our  revered  Federal  sys- 
tem. It  is  imperative  that  this  shift  of  power  and  responsibility  away  from 
state-local  governments  and  toward  Washington  be  arrested  and  reversed.  Antl 
unless  Congress  and  the  Executive,  working  together,  can  demonstrate  the  deter- 
mination and  discipline  required  to  accomplish  this,  the  only  recourse  may 
eventually  be  the  imposition  of  a  restriction  on  the  incurrence  of  new  debt  such 
as  is  contemplated  in  the  pending  proposal.  The  present  statutory  debt  limita- 
tion has  proven  ineffective  in  controlling  either  debt  or  spending  increases. 

There  is  much  discussion  these  days  about  inflation,  and  the  degree  to  which 
Federal  budget  deficits  contribute  to  inflationary  pressures.  There  are  those  who 
flatly  insist  that  deficits  are  the  primary  cause  of  inflation.  Others,  with  complex 
conceptual  argiunents,  on  which  even  economists  disagree,  contend  that  Federal 
deficits  are  or  need  not  be  a  contributor  to  inflationary  pressures  when  properly 
"managed."  The  answer  is  probably  somewhere  between  these  two  extremes, 
but  it  is  doubtful  that  there  are  many,  in  or  out  of  the  Congress,  who  would 
argue  that  the  long  string  of  Federal  budget  deficits  over  the  past  25  or  30 
years  has  not  contributed  to  some  extent  to  our  inflationary  and  economic  prob- 
lems. 

This  is  one  reason  why  many  of  those  concerned  with  these  problems  will  be 
w^atching  with  great  anticipation  the  performance  and  effectiveness  of  the  new 
Congressional  budget  process.  We  believe  that,  effectively  used,  these  procedures 
can  assist  in  bringing  about  a  better  economic  environment.  But,  as  Federal 
Reserve  Board  Chairman  Arthur  Burns  recently  observed,  if  they  are  not  used 
in  such  a  way  as  to  curb  the  bias  toward  large  size  Federal  deficits,  "there 
ultimately  may  be  little  anyone  can  do  to  prevent  galloping  inflation  and  social 
upheaval." 

These  are  our  basic  arguments  for  the  contention  that  some  such  restriction, 
w^hether  it  be  the  proposed  Constitutional  amendment  now  under  consideration 
by  the  subcommittee,  or  some  other  effective  restriction,  would  supplement  and 
complement  the  new  budget  process  and  help  to  encourage  and  require  the  estab- 
lishment of  those  national  budget  priorities  which  are  so  necessaiy  to  the  achieve- 
ment of  fiscal  responsibility.  We  do  not  beleive  that  the  adoption  of  such  restric- 
tions would  destroy  or  force  elimination  of  necessary  and  desirable  government 
programs.  They  might,  in  fact,  be  of  great  assistance  to  the  Congress  in  combat- 
ting waste  and  inefficiency,  and  strengthen  its  hand  in  efforts  to  reduce,  reform, 
or  terminate  low  priority  programs. 

Somehow,  sometime,  that  problem  must  be  confronted  by  the  Congress  and  this 
Nation.  For  these  reasons  we  endorse  the  objective  and  principle  toward  which 
this  proposal  is  directed. 

Statement  of  Congressman  Clair  W.  Bxjrgener,  Submitted  for  the  Record 
IN  the  Hearings  on  S.J.  Res.  55  and  S.J.  Res.  93,  October  7,  1975 

Mr.  Chairman:  I  appreciate  this  opportunity  to  urge  this  committee  to  rec- 
ommend a  Constitutional  amendment  to  prohibit  deficit  spending. 

I  know  you  will  receive  testimony  from  experts  who  can  give  you  facts  and 
figures  on  the  scoiie  of  our  national  debt  and  the  effect  of  that  debt  on  our 
society.  I  know  you  will  hear  from  many  sources  that  will  indicate  the  perils 
of  continued  massive  deficits. 

I  hope  I  can  add  to  this  committee's  deliberation  by  giving  you  the  observa- 
tions of  one  who  served  for  ten  years  in  a  legislature  constrained  from  spending 
more  than  it  takes  in. 

The  Constitution  of  the  State  of  California  contains  the  following  pro^-ision : 
"The  Legislature  shall  not,  in  any  manner  create  any  debt  or  debts,  liability 
or  liabilities,  which  shall,  singly  or  in  the  aggregate  with  any  previous  debts  or 
liabilities,  exceed  the  sum  of  three-hundred  thousand  dollars  ($300,000),  except 
in  case  of  war  to  repel  invasion  or  supin-ess  insurrection,  unless  the  same  shall 
be  authorized  .  .  ."  by  a  law  passed  by  a  vote  of  two-thirds  in  each  House  of 
the  Legislature  and  a  majority  of  the  voters  in  a  general  election. 

This  provision  has  been  a  part  of  the  State's  Constitution  since  1879.  I  believe 
it  has  proven  to  be  of  benefit  to  the  people  of  California. 

To  be  sure,  it  is  often  quite  frustrating  for  the  members  of  the  Legislature. 
It  is  always  more  pleasant  to  approve  costly  programs  if  you  don't  have  to 
choose  what  other  program  must  be  cut  or  to  face  the  question  of  raising  taxes. 

But  the  frustration  faced  by  legislators  is  not  the  issue  before  this  committee. 
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The  question  is  wlietlier  it  would  be  good  public  policy  to  prohibit  deficit  spend- 
ing. I  am  convinced  that,  legislators  comfort  notwithstanding,  it  is  necessary 
public  policy. 

The  State  of  California  has  managed  to  finance  some  of  the  most  far  reaching 
and  innovative  governmental  programs  in  the  nation  while  holding  to  the  line 
on  balancing  its  budget.  Tlie  state  has  operated  under  this  provision  during  times 
of  "liberal"  administrations  and  "conservative"  administrations.  The  requirement 
of  a  balanced  budget  has  not  been  the  detei-mining  factor  in  the  philosophy  of 
government.  It  has  been  the  determining  factor  against  encumbering  future  gen- 
erations with  the  cost  of  services  for  the  current  population. 

As  a  member  of  the  California  State  Assembly  from  1963  to  1967  and  the 
California  State  Senate  from  1967  to  1973,  I  had  the  opportunity  to  work  under 
this  prohibition.  In  the  State  Senate  I  had  the  privilege  of  serving  on  the  Finance 
Committee  which  is  roughly  equivalent  to  our  committees  on  appropriations. 

During  these  years  I  saw  what  the  effect  of  such  a  provision  is.  I  want  tliis 
committee  to  know  that  the  primary  effect  was  to  force  us  to  evaluate  programs 
in  terms  of  total  resources.  We  were  required  to  ask  "Is  this  the  best  use  for 
the  taxpayers'  money?"  instead  of  "Is  this  program  worthwhile  on  its  fac(,'?" 

The  difference  between  asking  the  one  question  and  the  other  is  the  diffei-ence 
lietween  service  in  the  state  legislature  and  service  here  in  the  Congress.  Here 
in  Washington  there  is  precious  little  opportunity  to  balance  one  expenditure 
against  another.  There  are  few  occasions  when  we,  as  Members  of  Congress, 
ask  if  we  prefer  a  bomber  to  a  hospital — a  health  program  to  a  bicentennial 
progi-am — a  postal  subsidy  to  a  national  park.  Instead,  we  ask  if  each  of  these 
things  are  desirable  on  their  own  merits. 

Mr.  Chairman,  after  10  years  in  the  California  Legislature,  I  cannot  think 
of  one  essential  appropriation  which  could  not  be  made  because  of  the  require- 
ment of  a  balanced  budget.  I  cannot  think  of  one  essential  program  which  could 
not  be  undertaken  because  of  this  requirement.  I  can,  however,  think  of  many 
items  which  had  to  be  foregone  or  postponed  until  toe  could  afford  them.  I  can 
think  of  some  desirable  things  which  could  not  be  done  l)ecause  %oe  could,  not  afford 
■them. 

It  seems  to  me  that  we  at  the  Federal  level  cannot  continue  to  do  those  things 
which  the  taxpayers  really  cannot  afford.  We  have  become  all  too  used  to  the 
process  of  deficit  financing  where  we  spend  future  funds  for  current  services. 
This  is  the  same  as  saying  "We  can't  afford  this  so  we  will  charge  it  to  future 
generations".  What  will  happen  when  future  generations  cannot  afford  even 
to  pay  the  interest  on  those  things  we  charged  to  them? 

This  government  cannot  continue  to  purchase  everything  that  is  worth  having. 
If  we  do,  we  will  saddle  this  generation  and  future  generations  with  bills  which 
will  be  insupportable.  We  will  end  up  not  being  able  to  "buy"  anything.  This  is 
the  danger  of  continued  massive  deficits. 

Many  have  raised  the  objection  that  there  are  emergency  conditions  which 
might  require  a  deficit.  Many  point  to  the  experience  of  World  War  II  where 
the  ability  of  this  government  to  go  deeply  into  debt  provided  the  ability  to 
defeat  a  ruthless  enemy. 

If  this  committee  finds  this  to  be  a  valid  objection,  and  I  think  it  may  be. 
that  contingency  can  be  provided  for  in  the  text  of  an  amendment.  It  might  allow 
deficits  during  periods  of  declared  war  or  national  emergency  declared  by  a 
maiority  or  specified  plurality  of  the  Congress. 

But  it  has  proven  to  be  insuflicient  simply  to  hope  for  fiscal  integrity.  The 
temptation  to  spend  and  the  drend  of  incrensing  taxes  have  combined  time  and 
acain  to  result  in  massive  deficits  even  when  the  representatives  of  the  people 
are  the  very  ones  who.  as  candidates,  pledged  support  for  a  balanced  budget. 

I  do  not  say  that  these  candidates  were  intentionally  misleading  their  con- 
stituents. After  all.  no  single  vofp  is  taken  on  spending  about  revenue.  Instead, 
it  is  the  accumulation  of  separate  acts  which  results  in  the  deficit.  We  have 
tried  throneh  the  bndget  reform  measures  of  recent  years,  to  tie  all  of  this 
togpthej-.  But  the  fact  remains  that  the  debates  over  budget  resolutions  have 
revolved  around  how  much  our  deficit  should  be  ,  .  ,  not  over  whether  we  should 
opprate  in  the  red  or  the  black. 

Mr.  Chairman,  so  long  as  the  decisions  of  this  government  are  made  by  mere 
human  beinars  the  temntation  to  snend  more  than  is  received  will  remain  stronger 
than  the  will  to  resist.  Sure.  Members  of  Congress  are  weak  .  .  .  weakness  is  a 
human  frailty  and  legislators  are  human.  Tbev  need,  and  the  country  needs, 
the  strength  of  a  Constitutional  prohibition  against  deficit  spending. 
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TUESDAY,  OCTOBER  7,   1975 

U.S.  Senate, 
Subcommittee  on  CoxsTiTurioisrAL,  Amendments, 

Committee  on  the  Judiciary, 

Washington,  B.C. 

The  subcommittee  met,  pursuant  to  notice,  at  10:08  a.m.,  in  room 
2221,  Dirksen  Senate  Office  Building,  Senator  Strom  Thurmond 
presiding. 

Present:  Senator  Thurmond  (presiding). 

Also  present:  Senator  Carl  T.  Curtis;  David  M.  Rubenstein,  chief 
<'Ounsel ;  Marilyn  R.  Berning,  assistant  chief  clerk. 

Senator  Thurmond.  The  subcommittee  will  come  to  order. 

Ladies  and  gentlemen,  we  are  holding  this  hearing  on  Senate  joint 
Resolution  55  and  Senate  Joint  Resolution  93.  Senate  Joint  Resolution 
55  was  introduced  on  March  12,  1975  by  Senator  Curtis,  who  sits  here 
at  my  right,  and  co-sponsored  by  Senators  Hruska,  Fannin,  Garn, 
Coldwater,  Laxalt,  McClure,  Scott  of  Virginia,  and  Thurmond.  This 
is  a  pay-as-you-go. 

Senate  Joint  Resolution  93  was  introduced  on  June  10,  1975  by 
Senator  Talmadge  and  co-sponsored  by  Senators  Helms,  Nunn,  and 
Thurmond.  This  is  a  different  approach  to  the  same  goal  of  a  balanced 
budget. 

A  copy  of  Senate  Joint  Resolution  55  and  Senate  Joint  Resolution 
93  will  be  incorporated  in  the  hearing  record  at  this  point — that  has 
been  done  at  a  previous  hearing,  so  we  will  just  omit  it. 

Senator  Curtis,  the  chief  sponsor  here  of  Senate  Joint  Resolution 
55,  is  with  us.  I  would  be  very  pleased  to  have  him  make  any  remarks 
as  he  will  at  this  time. 

Senator  Curtis.  INIr.  President,  I  made  a  statement  in  our  first  day 
of  hearings  on  September  23.  I  shall  not  take  time  at  this  point  in  the 
record. 

I  do  want  to  express  my  thanks  to  the  witnesses  who  are  here.  Some 
of  them  have  plane  schedules  to  meet,  so  I  believe  we  should  move  right 
along.  I  do  want  them  to  know  that  I  appreciate  it  very  much. 

Also,  Mr.  Chairman,  I  have  statements  from  several  Senatoi^,  Gov- 
ernors, and  others,  supporting  this  proposal.  And  some  of  them  are 
on  the  way  also.  I  ask  leave  to  insert  in  the  record  various  statements 
of  support  of  this  proposal. 

Senator  Thurmond.  Without  objection,  that  will  be  done, 

[The  documents  referred  to  follow  :] 

Senator  Curtis.  And  also,  IVIr.  Chairman,  I  ask  leave  that  we  have 
the  record  stay  open  for  such  time  as  is  customary  for  further 
statements. 

(87) 
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Senator  Thurmond.  I  think  that  is  a  good  idea. 

Without  objection,  that  "will  be  done, 

[The  documents  referred  to  follow :] 

Senator  Curtis,  And  now,  Mr.  Chairman.  I  think  we  should  pix>ceed 
with  our  fii'st  witness. 

Senator  Thurmond.  Senator  Hruska  is  not  here,  so  we  will  proceed. 

I  believe  Dr.  Lowell  Harriss  has  to  get  back  to  his  class  at  Columbia. 

Dr.  Harriss,  will  you  come  around?  We  would  be  pleased  to  hear 
from  you  at  this  time. 

STATEMENT  OF  DR.  LOWELL  HARRISS,  PROFESSOR  OF  ECONOMICS, 
COLUMBIA  UNIVERSITY 

Dr.  Harriss,  Thank  you,  Senators. 

I  am  C,  Lowell  Harriss,  professor  of  economics,  Columbia  Univer- 
sity, and  economic  consultant  for  the  Tax  Foundation,  Inc.  The  views 
expressed,  of  course,  are  my  own,  and  not  necessarily  those  of  any 
organization  with  which  I  am  associated. 

I  have  prepared  a  statement,  of  which  copies  are  available,  I  shall 
summarize  it  orally. 

Senator  Thurmond.  Without  objection,  now  we  will  put  your  en- 
tire statement  in  the  recoixl. 

Dr.  Harriss.  Thank  you,  Senator. 

Senator  Thurmond.  And  then  leave  you  to  freewheel  and  just  sum- 
marize or  bring  out  any  highlights  you  wish  to.  I  think  in  that  way, 
we  will  get  more  out  of  you.  We  can  pick  your  brains  better. 

Dr.  Harriss,  Thank  you  very  much. 

[The  prepared  statement  of  Lowell  Harriss  follows:] 

Testimony  of  C.  Lowell  Harriss,^  Professor  of  Economics,  Columbia  Univer- 
sity, AND  Economic  Consultant,  Tax  Foundation,  Inc.,  on  Senate  Joint 
Resolution  55 :  Proposed  Amendment  to  the  Constitution 

It  is,  of  course,  a  privilege  to  comment  on  the  proposed  Constitutional  amend- 
ment. Goals  of  high  importance  are  involved.  Several  elements  need  to  be  con- 
sidered in  attempting  to  evaluate  the  proposal  as  a  whole.  The  order  in  which 
I  comment  on  those  which  I  shall  discuss  does  not  necessarily  indicate  my  view 
of  their  relative  importance. 

1.  Tlie  desirahility  of  limiting  the  enlargement  of  Federal  spending  seems  to 
me  clear.  The  present  hearings,  however,  are  not  the  occasion  to  discuss  my 
reasons  for  endorsing  firm  efforts  to  keep  the  governmental  (the  politically 
determined)  portion  of  American  life  from  expanding.  Federal  spending  has 
already  lisen  to  heights  few  Americans  can  comprehend.  Amounts  at  anything 
approximating  the  present  percentage  of  total  output  of  the  economy  must  offer 
ample  scope  for  doing  everything  which  can  really  be  done  better  through  politi- 
cal processes  than  through  private  actions  in  markets  and  by  philanthropy.  Yet 
some  circles,  as  you  know,  while,  on  the  one  hand,  criticizing  the  actual  func- 
tioning of  bureaucracy  and  politics  will,  on  the  other  hand,  turn  to  "more  gov- 
ernment" (spending)  when  problems  persist.  Big — and  bigger — ^government  have 
results  for  human  life  which  hamper  rather  than  enlarge  liberty  and  the  oppor- 
tunities for  creative  use  of  human  potential. 

2.  The  requirement  that  all  non-trust-fund  spending  be  paid  for  currently  by 
taxation  would  act  as  a  restraint  on  the  increase  in  spending.  No  one,  I  believe, 
can  predict  accurately  the  restraining  force  of  such  an  innovation.^ 

Nevertheless,  does  not  logic  seem  unquestionably  to  lead  to  a  conclusion  that 
behavior  would  be  changed  by  ending  of  the  "free  lunch,"  "something  for  noth- 


1  Views  expressed  are  my  own  and  not  necessarily  those  of  any  organization  with  which 
I  am  associated. 

-  Although  state  and  local  governments  must  quite  generally  present  balanced  budgets, 
reliable  precedents  are  not  easily  inferred.   No  matter  how  stringent  the  rules  for  such 
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ing,"  "the  other  fellow  will  pay — later"  aspect  of  Federal  finances?  I  think  so. 
As  a  result  there  would  be  some  reduction  in  the  expansion  of  Federal  activity.^ 

3.  Bringing  the  realities  of  costs  into  sharper  focus,  more  nearly  requiring 
decisions  on  spending  to  be  tied  to  decisions  on  getting  the  dollars  by  taxes  (as 
against  borrowing  or  inflation),  ought  to  improve  resource  allocation  as  econ- 
omists view  it.  Elficiency  in  the  running  of  our  collective  affairs  should  be  higher 
when  costs  are  brought  home  to  members  of  Congress  and  voters. 

4.  Except  for  the  emergency  provisions,  the  plan  would  eliminate  one  source 
of  inflation. 

First,  however,  let  me  note  that  Federal  budget  deficits  need  not  be  infla- 
tionary. Even  when  productive  capacity  is  to  all  intents  and  purposes  being  used 
fully,  a  deficit  can  be  financed  without  contributing  to  an  increase  in  the  stock 
of  money ;  the  money  creation  which  underlies  inflation  can  be  avoided.  The 
method  is  to  finance  a  Federal  deficit  by  drawing  upon  private  savings — "crowd- 
ing out"  other  demands  for  borrowed  fmids  (presumably  demands  to  finance  busi- 
ness investment,  housing,  or  state-local  projects).  But  especially  when  boom- 
ing business  (and  fears  of  inflation)  have  brought  "high"  interest  rates  the  pres- 
sures to  use  the  money-creating  process — ^'"accommodation"  by  the  Federal  Re- 
serve— can  be  powerful.  The  Federal  Reserve  has  yielded  in  the  past  and  mil  be 
under  pressure  to  do  so  again.  In  times  of  boom — when  productive  capacity  is 
being  used  so  fully  that  bottlenecks  are  limiting  increases  in  output — there  will, 
in  the  short  run,  seem  to  be  advantages  of  easing  the  financing  of  a  Federal  def- 
icit by  supplying  new  bank  credit  (money).  At  any  time  new  money  can  be  in- 
jected, easing  someone's  problems :  short-run  interest  rates  can  probably  be  re- 
duced— for  a  time.  But  as  the  funds  thus  created  add  to  the  flows  through  the 
economy,  the  accumulated  results  through  later  months  will  differ  from  those 
initially. 

Budget  deficits  generally  do  invite  the  creation  of  money,  and  monetary  ex- 
pansion does  lie  at  the  base  of  inflation.  This  is  not  the  occasion  to  try  to  dis- 
cuss the  causes,  and  the  causes  of  the  causes,  of  inflation.  But  Federal  deficits 
unquestionably  do  tempt  the  use  of  money  creation  as  a  means  of  getting  dol- 
lars for  the  Treasui-y  without  evident  pain.  Economic  arguments  for  such  meth- 
ods of  financing  a  deficit  can  be  cited  in  seeming  justification  moi-e  often  than 
the  realities  justify.  At  any  time  there  with  be  some  productive  capacity  xmutil- 
ized ;  some  apparent  expansion  of  output  may  be  "theoretically"  possible,  output 
which  if  it  were  to  occur  might  offset  the  general  eifects  of  an  increased  flow  of 
money  payments  so  that  the  price  level  need  not  rise.  The  practical  question,  of 
course,  is  whether  or  not  in  fact  the  new  funds  will  be  directed  so  that  they  do  in 
fact  call  into  existence  new  goods  and  services  (produced  by  labor  and  other  ca- 
pacity that  would  be  idle)  rather  than  bidding  up  the  prices  of  others.  Unfor- 
tunately, however,  long  before  essentially  all  resources  are  used  "fully,"  bottle- 
necks and  shortages  appear.  Wage  rates  and  prices  will  rise  in  some  sectors. 

Enough  experience  has  been  accumulated,  it  seems  to  me,  to  convince  us  that 
inflation  is  treacherous,  insidious,  and  clearly  against  the  interest  of  the  vast 
majority  of  Americans.  Price-level  stability  should  be  high  indeed  in  our  scale 
of  priorities.  Supporters  of  the  proposed  amendment  as  a  means  of  serving  the 
public  have  a  stronger  case  than  is  likely  to  be  recognized.  Americans  can  wise- 
ly pay  a  price  for  the  elimination  of  one  cause  of  inflation. 

5.  Perhaps  the  biggest  price  would  be  a  reduction  of  the  built-in  stabilizing 
power  of  Federal  finances.  Most  economists,  it  is  safe  to  say,  would  deplore  the 
removal  of  what  has  come  to  be  held  as  a  feature  of  strength — the  automatic 
stabilizing  effect  of  Federal  deficits  when  the  economy  turns  downward. 

Tlie  process  as  commonly  described  consists  of  the  financing  of  Federal  si>end- 
iiig  at  the  level  prevailing  (or  with  some  rise)  while  i-evenues  drop  off.  The 
deficit  (or  increase  in  the  deficit)  injects  funds  (about  tax  receipts)  into  tJie 
stream  of  money  payments.  These  "new"  dollars  can  go  for  consumption  or 
investment.  Without  need  of  Congressional,  or  any  delilierate  administra- 
tive, action — without  the  problems  of  prediction  and  policy  formation  and  with- 
out the  delays  inevitable  in  changing  course — Federal  finances  now  provide  an 


finiincial  balancing  may  apppar  "on  paper."  ways  of  cirCTimventinsr  thpm  can  often  be 
found.  Tbe  states  and  their  thousands  of  localities  operate  under  conditions  which  vary 
crrently.  Moreover,  the  differences  between  Federal  and  state-local  finances  are  great 
indeed.  Yet  study  which  I  have  not  been  able  to  do  might  suggest  helpful  thoughts  for  your 
consideration. 

"■  I'nder  the  proposed  system,  however,  the  increases  in  taxes  called  for  from  one  year 
to  the  next  might  be  modest.  As  one  recalls  the  public  acceptance  of  rising  payroll  taxes 
for  Social  Security,  one  must  be  cautious  in  predictions  of  popular  resistance  to  small  and 
somewhat  automatic  tax  increases. 
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offset  to  a  decline  in  the  general  levels  of  business,  assuming,  of  course,  appro- 
l>riate  monetary  policy  by  the  Federal  Reserve. 

For  years  I  have  supported  the  conclusion  that  automatic  stabilizers  are 
welcome.  I  continue  to  believe  that  they  have  merits  not  to  be  given  up  lightly. 
Yet  the  whole  matter  of  fiscal-monetary  policy  for  economic  stabilization  has 
more  complexities  than  typically  assumed.  The  causes  of  declines  in  the  general 
level  of  economic  activity  are  not  so  clear  and  simple  as  sometimes  assumed.* 

The  proposal  would  not  preclude  some  of  the  automatic  .stabilizing  in  the 
short  run — for  example  .deficits  not  foreseen.  And  for  more  persisting  shortfalls, 
of  the  economy,  the  emergency  provisions  could  come  into  play.  Yet  the  Con- 
gressional majority  required  might  be  so  large  that  prompt  action  could  not 
be  counted  upon.  Could  not  monetary  policy  really  do  the  job?  Most  economists 
would  answer,  "no."  But  I  am  more  inclined  to  look  optimistically  on  the  possi- 
bility ;  admittedly,  the  record  must  cause  one  to  be  cautious  about  the  actual 
workings  of  monetary  policy. 

The  concern  of  economists,  I  believe,  has  been  dominated  by  a  belief  that  the 
private  economy  is  essentially  more  unstable  than  the  governmental  or,  to  be 
more  exact,  that  instabilities  in  governmental  finances  will  exist  but  in  directions 
that  helpfully  offset  undesirable  elements  in  the  private.  Such  "conventional 
wisdom,"  however,  needs  reexamination. 

Perhaps  the  inflationary  aspects  of  Federal  deficits  do  themselves  causes  some 
of  the  distortions  which  in  turn  help  to  bring  about  recessions.  Possible  trade- 
offs involved  in  the  plan  before  you — help  in  preventing  inflation  on  the  one 
hand  and  some  loss  of  assured  automatic  stabilizing  against  recession  on  the 
other — call  for  forthright  analysis. 

6.  When  deficits  appear,  my  personal  preference  for  "remedial"  or  corrective 
action  would  undoubtedly  be  reductions  on  the  spending  side  more  often  than 
increases  in  taxes.  If  there  is  choice  between  more  freedom  for  Americans  to 
use  their  resources  in  the  private  capacities  as  against  collective  action  in  the 
form  of  bigger  political  sphere,  my  preference  would  be  for  private  action 
rather  than  for  political.  But  across-the-board  or  other  forms  of  Constitutionally 
mandated  reductions  in  (the  growth  of)  Federal  spending  would  be  exceedingly 
difficult,  probably  impossible. 

7.  The  proposal  would  apparently  preclude  the  deliberate  use  of  Federal 
finances  as  a  means  of  saving.  Budget  surpluses  to  retard  Federal  debt  could 
provide  funds  which  former  bondholders  could  then  make  available  for  private 
capital  formation.  Remote  as  such  a  possibility  seems  now,  its  potential  economic 
merits  should  not  be  ruled  oiit — or  given  up  by  inadvertence. 

8.  A  final  point  overlaps  others.  With  our  present  knowledge  about  economic 
and  political  processes,  can  we  devise  a  rvile  for  the  Constitution  whose  results 
can  be  forecast  with  enough  accuracy  to  permit  responsible  judgment?  Changing 
the  Constitution  is  a  serious  matter.  Once  something  gets  embodied,  modifica- 
tion is  at  best  slow  and  perhaps  impossible.  Some  results  would  be  surprises. 
Perhaps  the  new  budgetary  process  in  the  Congress  will  in  fact  be  successful 
enough  to  reduce  materially  the  need  for  the  controls  provided  in  the  Joint 
Resolution.  The  economy  changes  in  ways  not  foreseen.  Further  serious  discus- 
sion can  help  us  decide  with  more  assurance  than  I  feel  now  about  the  desirabili<^y 
of  pressing  the  proposal  in  its  present  form   or  with   possible  modifications. 

Dr.  Hakriss.  The  desirability  of  limiting  the  growth  of  Federal 
spending  seems  to  me  clear.  This  is  not  the  occasion  to  try  to  summarize 
all  of  the  reasons  for  opposing  the  continued  expansion  of  the  role 
of  the  political  processes  in  American  life.  But  the  growth  has  already 
been  far  greater  than  almost  anyone  appreciates. 

The  increase  has  been  possible,  in  part,  because  of  the  tolerance  of 
budget  deficits,  large  budget  deficits.  Looking  to  the  future  of  American 
life,  the  good  society  as  I  see  it,  we  must  seize  upon  ways  to  restrain 
the  expansion  of  the  politically  dominated  elements  of  economic  life. 

Over  the  foreseeable  future  it  seems  to  me,  taxes  will  provide  enough 
revenue  to  finance  all  activities  which  can  be  done  better  in  the  govei-n- 
mental  sector  than  in  the  private  sector. 


<The  budget   snrpluses  once  envis.nged   as  a  part   of  the   automatic-stabilizing   process 
have  not  been  much  in  evidence  as  aids  iu  preventing  inflation. 
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We  do  not  know  just  how  this  amendment  might,  in  fact,  restrain 
the  growth  of  spending.  Nevertheless,  the  ending  of  the  "free  huich" 
notion,  the  ending  of  the  belief  that  other  people  will  pay,  but  later, 
as  supporting  of  Federal  spending— such  changes  of  views,  it  seems 
to  me,  AYOuld'inevitably  limit  the  expansion  of  the  total  of  govermnent 
spending.  This  restraint  Avould  not  only  lead  to  a  better  society  but 
would  also  bring  into  sharper  focus  the  relationships  of  the  worth 
of  spending  to  the  worth  of  the  costs  and,  in  the  terminology  of 
economics,  lead  to  a  better  allocation  of  resources,  in  the  sense  that 
people's  choices  would  be  more  closely  related  to  the  benefits  they  can 
foresee  from  what  they  will  have  to  pay. 

A  major  benefit  from  the  proposal,  it  would  be  the  elimination  of  one 
source  of  inflation.  Budget  deficits  do  not  have  to  be  inflationary.  In 
my  statement,  I  indicate  very  briefly  the  reasons  why  a  budget  deficit 
can  be  financed  without  inflationary  results.  Doing  so  requires  taking 
savings  from  the  private  sector  rather  than  resorting  to  the  money- 
creating  mechanism — politically,  it  seems  a  very  difficult  thing  to  do 
when  economists  favoring  stimiilation  point  out  that  the  economy  has 
some  unutilized  productive  capacity,  and  at  almost  any  moment  there 
is  some  unutilized  productive  capacity.  Unfortunately,  the  economy 
begins  to  run  into  bottlenecks  long  before  resources  are  fully  utilized. 
Under  such  conditions,  budget  deficits  financed  by  money  creation  di- 
rectly or  indirectly  will  contribute  to  inflation. 

Enough  experience  has  accumulated  to  convince  us  that  inflation  is 
treacherous.  It  is  insidious  and  clearly  against  the  interest  of  the  vast 
majority  of  Americans.  So  price-level  stability  is  an  objective  that  is 
worth  pajdng  a  high  price  to  achieve. 

Perhaps  the  biggest  element  of  price  in  the  proposal  would  be  the 
reduction  or  almost  the  elimination— of  built-in  stabilizers. 

The  operations  of  built-in  or  automatic  stabilizers  I  am  sure  is 
familiar  to  you.  The  Federal  Government  continues  a  level  of  spending 
even  though  tax  receipts  decline,  so  that  the  injection  of  new  funds  into 
the  economy  through  the  governmental  process  increases. 

For  years  I  have  supported  the  conclusion  that  automatic  stabilizers 
are  welcome,  I  continue  to  support  that  position.  At  least,  I  believe 
that  there  is  enough  merit  in  this  element  of  our  fiscal  and  monetary 
system  to  require  great  caution  in  trying  to  give  it  up.  If  the  subcom- 
mittee has  time  later  on  in  the  discussions  of  this  proposal,  more  atten- 
tion might  be  given  to  this  aspect. 

One  of  the  major  questions  would  be  whether  or  not  monetary  policy 
could,  in  fact,  do  the  job  which  we  now  seek  from  automatic  stabilizers. 
The  vast  majority  of  economists  will  quite  quickly  say,  "no."  I  am  not 
so  sure  that  monetary  policy  cannot  give  tlie  stabilizing  effects  that  are 
attainable,  but  I  cannot  be  dogmatic  on  this.  The  issues  are  certainly 
worth  further  study. 

My  personal  preference  would  be,  if  there  is  some  choice  between 
higher  taxes  and  lower  spending  as  the  element  to  be  changed,  would 
be  for  reductions  in  the  growth  of  spending  rather  than  increased 
taxes.  I  realize,  however,  the  practical  difficulties  of  this  alternative. 
Another  topic  worth  consideration  is  that  amendment,  as  I  under- 
stand it,  would  preclude  budget  surpluses,  except  by  accident.  Budget 
surpluses,  of  course,  have  not  been  very  much  in  evidence  in  recent 
years.  I  do  not  know  whether  or  not  surpluses  would,  in  fact,  ever  be 
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usable  as  methods  of  saving  in  the  economy.  But  such  conditions  might 
be  desirable. 

Finally,  any  change  in  the  Constitution  is  a  major  matter.  To  devise 
a  fiscal  rule  to  insert  in  the  Constitution  is  a  very  serious  matter.  Is 
there  enough  public  consensus  to  support  the  rule?  What  would  be 
the  possible  or  the  probable  conditions  that  might  arise  later?  With 
such  questions  as  yet  unanswered — to  my  satisfaction- 

I  urge  that  we  continue  to  think  about  the  matter  before  absolutely 
settling  upon  any  particular  rule,  desirable  as  the  objectives  are. 

Thank  you. 

Senator  Thurmond.  Thank  you  very  much.  Dr.  Harriss. 

Do  you  have  some  questions,  Senator  Curtis  ? 

Senator  Curtis.  Dr.  Harriss,  do  you  look  for  deficits  in  the  neigh- 
borhood or  beyond  what  we  are  experiencing  now  to  continue  unless 
something  rather  emphatic  and  effective  action  is  applied  ? 

Dr.  Harriss.  I  am  afraid  so,  Senator.  With  substantial  economic 
recovery,  of  course,  tax  receipts  would  rise  and  the  deficits,  presumably, 
would  go  down.  But  the  pressures  to  increase  spending  seem  to  me  ac- 
c«lei"ating  rather  than  being  reduced. 

Senator  Curtis.  Do  you  feel  that  a  constitutional  provision  requir- 
ing a  balanced  budget  would  be  a  force  in  compelling  the  Congress  to 
decide  on  priorities,  what  expenditures  are  really  important,  and  what 
ones  are  not  absolutely  ? 

Dr.  Harriss.  Yes,  unquestionably  yes. 

Anotlier  result,  however,  would  probably  be  a  search  for  a  greater 
use  of  off-budget  financing.  But  tliere  would  be  pressures  on  all  of  those 
wiio  advocate  increased  spending  to  restrain  themselves. 

Senator  Curtis.  Do  you  regard  present  deficits  as  a  serious  threat  to 
our  country  ? 

Dr.  Harriss.  Yes,  I  tliink  so.  One  must  interpret  this  cautiously,  and 
the  term  "serious"  is  difficult  to  define. 

Senator  Curtis.  I  understand. 

Dr.  Harriss.  But  the  deficits  are  too  large.  They  lead  to  an  expansion 
of  the  governmental  sector  in  ways  for  which  I  do  not  see  government 
as  the  most  effective  means  for  human  beings  to  use  their  energies  and 
talents  and  resources  beyond  some  point,  a  point  which  I  think  we  have 
passed. 

Senator  Curtis.  And  is  it  not  true  that  big  spending  begets  more 
spending  ? 

Dr.  Harriss.  It  seems  to,  Senator. 

Senator  Curtis.  Because  the  increase  in  the  deficits  of  the  last  decade, 
1965  to  1975,  has  clearly  proven  that. 

Dr.  Harriss.  Yes. 

Senator  Curtis.  Tliat  is  all  I  have,  Mr.  Chairman. 

Senator  Thurmond.  Tliank  you. 

Thank  you,  Senator  Curtis. 

Now,  I  know  that  you  have  found  automatic  stabilizers,  I  believe,  in 
Federal  spending  desirable  to  some  extent. 

Can  we  really  afford  to  use  Federal  spending  as  a  method  to  get  us 
out  of  our  economic  crises,  or  is  there  some  preferable  avenue,  other 
tlian  that  ? 

Dr.  Harriss.  The  responsible  response.  Senator,  I  think,  is  that 
monetary  policy  might  be  a  more  successful  instrument  than  it  has 
been.  The  mechanism  by  which  automatic  stabilizers  operate  includes 
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a  big  element  of  monetary  policy — that  is,  the  way  in  which  the  changes 
in  government  finances  are  financed.  That  is  a  crucial  element  in  the 
total  picture.  x\nd  I  think  that  monetary  policy  can  achieve  at  least  a 
considerable  portion  of  the  total  result  which  is  attainable  without  the 
change  in  the  Federal  deficit,  but  other  economists  would  disagree  with 
me  on  this. 

But  let  me  be  quite  clear,  in  a  perhaps  more  direct  response  to  your 
question.  The  rise  in  spending  is  not  needed ;  it  is  the  decline  in  revenues 
in  the  automatic  stabilizers  that  I  think  can  give  whatever  results  are 
obtainable  as  automatic  stabilizers. 

Senator  Thurmond.  Thank  you. 

Senator  Curtis.  Thank  you  very  much. 

Senator  Thurmond.  Thank  you  very  much  for  your  appearance  here. 
We  appreciate  your  coming  to  testify. 

Dr.  Harriss.  Thank  you. 

Senator  Thurmond.  Senator  Hruska,  you  were  not  here  in  the  be- 
ginning, so  we  took  Dr.  Harriss.  I  understand  you  are  leaving  town,  so 
we  will  take  you  now. 

If  you  want  to  read  your  entire  statement,  do  it,  or  if  you  want  to 
just  put  it  in  the  record  and  make  some  comments  on  the  cuff,  feel  free 
to  follow  that  procedure. 


61-823  O  -  76 
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Causes  and  Effects  of  Inflation 


C.  LOWELL  HARRISS 

Through  the  broad  sweep  of  history,  units  of  money  have 
always  lost  purchasing  power — not  in  every  decade  or  generation,  but 
eventually.  In  other  words,  inflation  in  the  sense  of  a  rise  in  the  general 
level  of  prices  has  occurred  time  and  again,  all  over  the  world.  Infla- 
tion deals  not  with  particular  prices  or  the  relations  among  prices  but 
with  the  general  price  level,  a  drop  in  the  purchasing  power  of  the  dollar. 
The  general  price  level  goes  up  when  money  demand  rises  more  than 
the  goods  and  services  available  for  buying.  Money  demand  goes  up 
when  the  quantity  of  money  rises  or  when  velocity,  the  rate  of  turnover, 
rises — or  some  combination  of  the  two. 

Today's  problems  in  this  country  are  not  something  new.  Yet  there 
are  new  elements.  Two  of  these  must  shock  the  thoughtful  observer.  One 
is  the  failure  to  learn  from  the  past  and  to  take  preventive  action.  A  second 
is  an  apparent  resignation  to  additional  inflation  in  the  years  ahead, 
perhaps  indefinitely.  Expectations  of  continuing  inflation,  as  Profes- 
sor Fabricant  and  other  contributors  to  this  volume  can  help  one  see,  are 
not  merely  passive  responses.  They  become  causal  forces.  Members  of 
the  public — as  savers  and  investors,  as  managers  of  businesses  and 
leaders  of  labor  unions,  and  as  consumers — try  to  alter  behavior  on  the 
basis  of  guesses  about  price-level  changes. 

Man  makes  inflation — and  suffers  from  it.  How  does  he  make  it?  How 
does  he,  and  how  will  his  children,  suffer?  What  are  the  varied  effects? 
How  might  this  country  move  from  the  current  situation,  which  con- 
trasts sharply  with  most  of  American  history,  to  conditions  that  would 

Tables  1-9  were  prepared  at  the  Tax  Foundation,  Inc.,  under  the  direction  of  Dr. 
Elsie  Walters. 
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resemble  those  long  considered  normal?  Questions  such  as  these  prompt- 
ed this  volume. 


The  Record  of  Price-Level  Changes 

To  help  set  the  stage,  table  i  shows  two  measures  of  prices  and  of  changes 
from  1930  to  mid-1974.  No  single  price  index  can  be  fully  satisfactory. 


TABLE  1 

Indexes  of  Prices  and  the  Purchasing  Power  of  the  Dollar 

for  Elected  Calendar  Years,  1930-74 


Purchasing 

Wholesale 

Consumer 

Power  of  the 

Prices 

Prices 

Dollar 

Year 

(1967=100) 

(1967=100) 

(1967=$1.00) 

1930 

44.6 

50.0 

2.00     • 

1935 

41.3 

41.1 

2.43 

1940 

40.5 

42.0 

2.38 

1945 

54.6 

53.9 

1.86 

1950 

81.8 

72.1 

1.39 

1955 

87.8 

80.2 

1.25 

1960 

94.9 

88.7 

1.13 

1965 

96.6 

94.5 

1.06 

1970 

110.4 

116.3 

.86 

1971 

113.9 

121.3 

.82 

1972 

119.1 

125.3 

.80 

1973 

134.7 

133.1 

.75 

1974a 

159.0 

147.8 

.68 

Source:  U.S.  Department  of  Labor,  Bureau  of  Labor  Statistics. 
^EstirTVited;  based  on  price  changes  for  first  six  months. 


Measurement  of  the  price  level  presents  formidable  problems  v/hen  each 
household  buys  hundreds  or  thousands  of  varied  commodities  and  ser- 
vices in  a  year— and  no  two  families  use  exactly  the  same  "market  bas- 
ket." All  consumers  alter  their  combinations  of  purchases  from  year  to 
year,  in  part  because  of  changes  in  relations  among  prices.  Moreover,  the 
characteristics  and  qualities  of  tangible  goods  and  intangible  services 
change;  there  are  vast  improvements  in  some  and  deterioration  in 
others.  Experts  cannot  be  confident  about  the  adequacy  with  which  ad- 
justments allow  for  quality  changes  in  computing  the  price  indexes. 

The  figures  show  that  with  1967  as  the  base — 100 — consumer  prices 
went  from  around  72  in  1950  (the  Korean  war)  to  80  in  the  mid-1950s 
and  to  nearly  95  when  Vietn^  war  expenditures  began  to  become  sub- 
stantial in  1965.  That  ten-year  increase  seems  small  indeed  compared 
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with  recent  rates  of  rise.  The  1973-74  estimated  increase —in  one  year 
alone — is  almost  as  great  as  the  15  points  in  ten  years.  The  same  data 
examined  from  the  opposite  point  of  view,  not  prices  hut  what  the  dollar 
will  buy,  reveal  that  from  1967  to  1974  the  dollar  dropped  almost  one 
third,  to  68  cents. 

Table  2  shows  more  details  of  consumer  prices  for  a  few  selected  years. 
Obviously,  some  elements  have  risen  much  more  than  others.  Table  3 


TABLE  3 

Implicit  Price  Deflators  for  Gross  National  Product 

and  Selected  Components 

Selected  Calendar  Years,  1929-73 

(index  numbers  for  1958  =  100) 


Gross  Private 

Domestic  Investment 

Nonresidential 

Government 

Gross 

Personal 

Structures  and 

Purchases 

National 

Consumption 

Producers' 

Residential 

of  Goods 

Year 

Product 

Expenditures 

Goods 

Structures 

and  Services 

1930 

49.3 

53.6 

38.1 

37.1 

37.9 

1935 

42.6 

44.4 

35.9 

29.8 

37.0 

1940 

43.9 

45.5 

40.0 

36.9 

38.5 

1945 

59.7 

65.4 

51.0 

54.9 

52.6 

1950 

80.2 

82.9 

74.4 

82.5 

71.8 

1955 

90.9 

92.8 

86.7 

92.9 

87.1 

1960 

103.3 

102.9 

102.9 

104.5 

105.0 

1965 

110.9 

108.8 

107.5 

114.2 

119.4 

1970 

135.2 

129.3 

130.2 

140.2 

157.6 

1971 

141.4 

134.4 

136.3 

147.4 

168.1 

1972 

146.1 

1382 

139.6 

157.4 

178.6 

1973 

154.3 

145.9 

144.9 

174.0 

191.5 

Source:  U.S.  Department  of  Commerce,  Bureau  of  Economic  Analysis. 

enables  one  to  compare  some  of  the  major  elements  of  the  gross  national 
product.  (In  this  case,  1958  is  the  base  year  of  100.)  The  prices  paid  by 
businesses  for  factory  and  other  buildings  and  machiner>'  have  gone  up 
at  about  the  same- rate  as  consumer  items.  But  prices  paid  for  new  hous- 
ing and  for  government  have  risen  by  considerably  larger  amounts. 

The  effects  of  such  changes  are  distorting,  disrupting,  and  pervasive, 
far  more  so  than  is  generally  recognized.  No  one  mind  can  possibly 
know  much  about  more  than  a  rather  small  fraction  of  the  total  effects  of 
double-digit  inflation,  10  percent  a  year  or  more.  Four  essays  in  this 
volume  deal  with  the  effects.  Professor  Peterson  shows  some  of  the  many 
ways  in  which  business  operations  are  influenced.  The  reader  can  get 
some  conceptit)n  of  the  difficulties  added  to  the  management  of  com- 
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parties  on  which  Americans  depend  for  most  of  their  income,  the  goods 
and  services  they  consume,  and  the  taxes  to  pay  for  government.  The 
full  costs  in  loss  of  efficiency  cannot  possibly  be  measured,  but  they  bur- 
den everyone  regardless  of  his  awareness. 

By  failing  to  adjust  taxes  for  inflation,  the  tax  system  hurts  business  in 
ways  never  intended.  The  laws  tax  "phantom  profits"  as  if  they  were 
real — quite  generally  at  rates  around  50  percent  (and  higher  where  state 
taxes  are  above  average).  The  government  still  requires  the  use  of  original 
cost  in  figuring  the  amounts  deductible  as  depreciation  expense.  Obvi- 
ously, however,  recovering  the  same  number  of  dollars  as  invested  in  the 
past  will  not  replace  the  productive  capacity. 

It  is  not  only  in  the  supermarket  that  the  dollar  has  lost  buying  power. 
The  machinery  and  equipment  element  of  the  wholesale  price  index  in 
the  summer  of  1974  was  ^^  percent  above  that  of  1964  and  35  percent 
above  1969.  Foj  structures,  the  rise  was  77  percent. 

Although  Congress  has  never  said,  "Let  us  tax  some  of  the  return  of 
capital  as  if  it  were  net  earnings,"  the  laws  do  so.  Business  practice  it- 
self, as  well  as  principles  still  acceptable  to  the  accounting  profession, 
condone  the  use  of  obsolete  cost  figures  for  nontax  purposes.  Such  fail- 
ures do  not  bind  government.  It  controls  tax  policy,  and  it  can  make  re- 
forms. In  times  of  inflation  what  the  tax  law  defines  as  "income"  is  not 
limited  to  the  true  earnings  of  capital.  Some  of  the  capital  itself  gets  ta- 
ken by  the  tax  net.  "We"  have  been  forced  to  send  to  government,  in  the 
form  of  tax  on  earnings,  funds  that  in  a  basic  economic  sense  are  costs. 
In  government  spending,  Americans  consume  capital  without  realizing 
the  fact. 

Two  essays  deal  at  somewhat  greater  length  with  particular  indus- 
tries, each  highly  important  to  everyone.  Dr.  O'Leary  from  his  experi- 
ences at  the  very  center  of  national  finances  paints  a  starkly  realistic  and 
highly  disturbing  picture.  The  effects  of  large  inflation  profoundly  threat- 
en the  working  of  financial  markets  as  they  have  been  developed  over 
the  decades.  The  typical  American  has  little  opportunity  to  learn  the  im- 
portance of  capital  markets.  Yet  they  affect,  not  only  his  ability  to  fi- 
nance a  house,  automobile,  or  other  purchases  on  reasonable  terms.  The 
world  of  finance  also  affects  the  modernization  and  expansion  of  produc- 
tion facilities  for  jobs,  the  introduction  of  new  and  improved  goods  and 
services,  and  local  and  state  government  capital  projects. 

The  essay  by  Dr.  Manus  on  the  effects  of  inflation  on  public  utilities 
tells  another  disturbing  story.  Suppliers  of  communications,  electrical, 
and  other  services  of  utmost  importance  to  consumers — and  to  busi- 
ness as  producers — face  new  difficulties  because  inflation  raises  costs  to 
utilities  whose  rates  are  regulated  under  procedures  which  have  been 
built  to  operate  on  the  implicit  assumption  of  a  stable  dollar.  Moreover, 
inflation  raises  the  interest  costs  and  complicates  the  problems  of  raising 
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the  new  capital  that  will  be  needed  in  huge  amounts  to  supply  a  growing 
population  which  expects  better  levels  of  living. 

Professor  Bach  draws  upon  his  detailed  study  that  has  extended  over 
many  years  to  measure  some  of  the  effects  of  inflation.  One  of  the  most 
widely  recognized  conclusions  about  inflation  is  that  not  everyone  is 
affected  in  roughly  the  same  proportion  or  even  the  same  direction.  The 
recent  work  summarized  here  gives  insights  into  how  much  the  dif- 
ferent sectors  of  the  economy  have  been  benefited  or  hurt. 

Inflation  increases  the  "tax  take"  of  government,  not  only  because 
"phantom  profits"  are  taxed  as  if  real,  but  also  because  graduated  per- 
sonal income  tax  rates  take  increasingly  larger  fractions  of  income  as 
dollar  incomes  go  up.  Even  though  soitie  of  the  rise  in  money  income 
reflects  merely  an  offset  to  loss  of  purchasing  power  of  the  dollar,  pro- 
gressive rates  absorb  larger,  rather  than  stable,  proportions.  The  per- 
sonal exemption  is  fixed  in  the  dollar  amount,  $750  at  present;  the  law, 
therefore,  taxes  all  increases  in  income  of  persons  subject  to  tax. 

The  speed  with  which  dollars  move  into  brackets  subject  to  higher 
rates  depends  upon  the  width  of  brackets.  In  the  income  ranges  where 
the  vast  majority  of  Americans  experience  changes  in  income,  brackets 
are  "narrow"  rather  than  "wide" — four  of  $500  each,  then  ten  of  $2,000 
each  for  single  persons  and  twice  as  much  for  married  couples. 

Whereas  a  married  couple  with  two  children  and  a  gross  income  of 
around  $12,000  would  pay  about  10  percent  on  average  income,  the  rate 
on  increases  would  be  19  percent.  At  $20,000  taxable  income,  the  mar- 
ginal rate  becomes  32  percent  for  a  married  couple  and  38  percent  for  a 
single  person.  The  Treasury  is  a  one-third  partner.  The  government  gets 
appreciably  more  than  enough  to  maintain  its  real  buying  power,  i.e., 
an  amount  proportional  to  the  rate  of  inflation. 

Each  increment  of  inflation  permanently  raises  burdens.  Even  if  infla- 
tion ends,  the  higher  real  burdens  remain  unless  rates  are  reduced. 
Millions  of  families  and  single  individuals,  not  merely  a  few  with  large 
incomes,  now  encounter  the  effects  of  progressive  tax  rates.  Inflation 
adds  to  the  real  burden  of  the  personal  income  tax.  A  10  percent  inflation 
would  raise  tax  collections  by  14.7  percent.^  Imagine  the  outcry  if  a 
president  or  a  member  of  Congress  were  to  propose  explicitly  a  rate  boost 
of  such  size. 

The  process  of  inflation  automatically  enlarges  the  size  of  govern- 
ment. Progressive  rates,  inadequate  depreciation,  inventory  profits  taxed 
as  earnings,  illusory  capital  gains  taxed  as  income  (while  real  losses  are 
incompletely  deducted),  combine  to  enlarge  tax  revenues  faster  than  the 
true  earnings  of  labor  and  capital.  More  resources  shift  to  government. 

M-  M  Buchanan  and  J.  M  Dean,  "Inflation  and  Real  Rates  of  Income  Tax"  (Paper 
delivered  at  the  1974  annual  conference  of  the  National  Tax  Association  -Tax  Insti- 
tute of  America,  mimco^;raphed| 
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Political  processes  can  thus  determine  the  use  of  more  and  more  of  the 
product  of  our  effort  and  capital.  If  explicit  actions  had  been  required, 
would  not  our  lawmakers  have  been  more  cautious? 

The  cumulative  effect  in,  say,  four  or  five  years  can  mark  more  than  a 
slight  change  in  society.  The  size  of  government  increases  without  a 
deliberate  analysis  of  the  alternatives,  without  any -reference  to  voters, 
without  a  reasoned  conclusion  that  the  quality  of  performance  of  gov- 
ernment justifies  such  expansion. 

Causes  of  Inflation 

What  causes  inflation?  War,  rapid  increases  in  money  (silver  from  the 
Americas  to  Spain  in  the  sixteenth  century  or  new  checkbook  money  in 
most  countries  today),  government  budget  deficits,  crop  failures,  wage 
rates  rising  faster  than  productivity,  monopolies  exerting  increases  in 
power,  freeing  the  currency  from  ties  to  gold  or  silver — these  and  other 
forces  have  been  said  to  cause  inflation.  Several  are  interrelated.  Space 
limits  required  focus  on  "causes,"  and  "causes  of  causes,"  of  America's 
current  inflation. 

Professor  Poole  summarizes  monetary  developments.  He  shows  that 
increases  in  the  stock  of  money  have  been  in  amounts  that  by  widely 
(but  not  universally)  accepted  theory  can  account  for  the  drop  in  the  pur- 
chasing power  of  each  dollar.  In  addition  to  the  figures  in  his  essay,  the 
reader  will  find  in  table  4  three  measures  of  the  money  supply.  Although 
the  magnitudes  of  increases  have  differed,  each  has  gone  up  by  more 
than  would  be  consistent  with  preservation  of  the  worth  of  the  dollar. 

The  quantity  of  money  increases  when  the  banking  system  expands 
demand  (checking)  deposits  to  meet  loan  requests  of  business,  the  gov- 
ernment, and  consumers.  The  banking  system  can,  and  will,  create  new 
deposits  when  the  Federal  Reserve  System  makes  legal  reserves  avail- 
able. Why  does  it  create  such  reserves — and  lending  capacity  for  banks 
— in  amounts  that  will  be  inflationary?  One  reason  is  that  human  beings 
like  to  borrow  "easily";  they  like  interest  rates  lower  than  would  pre- 
vail if  the  only  supply  of  funds  to  meet  demand  for  loans  were  from  sav- 
ing. By  creating  new  deposits  for  borrowers,  banks  can  give  them 
funds  that  did  not  exist.  "Something  for  nothing" — or  so  it  seems.  The 
country  does  not  lack  politicians  and  businessmen  and  consumers  who 
support  such  policies  and  who  condemn  the  opponent  of  money  crea- 
tion as  heartless  and  stagnationist. 

Not  only  the  quantity  of  money  but  also  the  rate  of  use — velocity — 
influences  total  money  demand  and  the  level  of  prices.  Table  5  reveals 
one  measure  of  the  rate  of  use  of  money — the  turnover  of  demand  de- 
posits(essentially  transactions  velocity).  In  233  Standard  Metropolitan 
Statistical  Areas  (including  New  York  City)  the  average  number  of  times 
a  dollar  in  a  checking  account  was  used  went  up  from  45  (less  than  once 
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TABLE  4 

Measures  of  the  Money  Supply, 

December  Averages  for  Selected  Years,  1947-74 

(in  billions  of  dollars) 


Ml 

M2 

M, 

(Ml  plus  time 

(M2  plus 

(currency  plus 

deposits  in 

nonbank  thrift 

Year^ 

demand  deposit^) 

commercial  banks'^) 

institution^) 

1947 

$113 

_ 

_ 

1950 

116 

— 

— 

1955 

135 

— 

— 

1960 

144 

$217 

$314 

1965 

171 

301 

463 

1967 

187 

350 

533 

1968 

202 

382 

577 

1969 

209 

392 

594 

1970 

221 

425 

641 

1971 

235 

473 

727 

1972 

256 

526 

822 

1973 

271 

572 

895 

19746 

281 

597 

931 

Source:  Board  of  Governors  of  Federal  Reserve  System. 

^Averages  of  daily  figures,  seasonally  adjusted.  1974  figures  are  for  June.  Data  for 
the  M2  and  M3  series  have  been  compiled  only  for  1960  and  subsequent  years. 
'^Includes  currency  in  circulation,  demand  deposits  at  all  commercial  banks  other 
than  deposits  by  domestic  commercial  banks  and  the  United  States  government,  and 
foreign  demand  balances  at  Federal  Reserve  Banks. 

*^Excludes  time  deposits  of  the  United  States  government  and  of  domestic  com- 
mercial banks.  Includes  certificates  of  deposit  (CDs)  other  than  negotiable  CDs  in 
denominations  of  $100,000  or  more. 

^Deposits  with  mutual  savings  banks  and  shares  of  savings  and  loan  associations. 
®  Preliminary. 


TABLE  5 

Annual  Averages  of  Demand  Deposit  Turnover  Rates  for 

Selected  Calendar  Years,  1964-74 

Year  Total  233  SMSAs  New  York  SMSA 

1964  45  90 

1965  48  100 
1967                                                              57  122 

1970  73  155 

1971  81  188 

1972  86  207 

1973  103  248 
1974a                                                          117  281 

Source:  Board  of  Governors  of  Federal  Reserve  System. 
^First  seven  months. 
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a  week)  in  1964  to  117  (more  ;han  twice  a  week)  in  the  first  half  of 
1974.  In  New  York  City,  average  turnover  more  than  tripled  from  1964 
to  1974,  when  it  reached  a  rate  of  more  than  one  use  each  business  day. 
More  than  one  writer  in  this  volume,  and  untold  numbers  elsewhere, 
attribute  inflation  to  the  government.  The  alleged  and  the  actual  causal 
relations  differ.  Government,  or  an  agency  of  government  (the  central 
bank,  in  this  country  the  Federal  Reserve),  controls  monetary  policy. 
And  the  national  government's  own  finances  can  be  a  cause  of  inflation 
— in  time  of  peace  as  well  as  war.  Table  6  presents  figures  for  receipts, 
outlays,  and  surplus  or  deficit  of  the  federal  government  for  selected 
years  to  i960  and  for  the  entire  period  since. 

TABLE  6 

Budget  Receipts  and  Outlays  for  Selected  Fiscal  Years,  1930-75^ 

(in  billions  of  dollars) 


Fiscal  Year 


Receipts 


Surplus  (+) 

or 

utiays 

Deficit  (-} 

3.3 

$     +.7 

6.5 

-2.8 

9.6 

-2.7 

95.2 

-45.0 

43.1 

-2.2 

68.5 

-3.0 

92.2 

+.3 

118.4 

-1.6 

196.6 

-2.8b 

211.4 

-23.0 

231.9 

-23.2 

246.5 

-14.3 

268.3 

-3.5 

305.4 

-11.4 

1930 

$     4.1 

1935 

3.7 

1940 

6.9 

1945 

50.2 

1950 

40.9 

1955 

65.5 

1960 

92.5 

1965 

116.8 

1970 

193.7 

1971 

188.4 

1972 

208.6 

1973 

232.2 

1974c 

264.8 

1975d 

294.0 

Source:  Office  of  Management  and  Budget. 

3Data  for  1930  and  1935  are  for  the  adnninistrative  budget,  1940-50  on  the  consoli- 
dated cash  basis,  and  1955-75  for  the  unified  budget. 

bjotal  deficits  for  1961-70  inclusive,  $55.1   billion  net.  The  only  year  without  a 
deficit  was  1969,  which  had  a  surplus  of  $3.2  billion. 
^Preliminary. 
^Estimated. 


Federal  deficits  are  widely  assumed  to  be  a  source,  perhaps  the  chief 
source,  of  inflation.  Such  a  conclusion  is  not  necessarily  accurate.  The 
Federal  Reserve  faces  no  legal  or  economic  compulsion  to  provide  the 
banking  system  with  extra  reserves  so  that  banks  can  create  money 
(deposits)  to  buy  the  additions  to  federal  debt.  The  Treasury  may  go 
into  the  capital  markets  and  by  borrowing  there  reduce  the  amounts 
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available  for  utilities,  housing,  manufacturing,  and  other  borrowers. 
"Tight  money"  and  "high"  interest  rates  may  appear  as  a  result  of  the 
added  Treasury  demand  for  limited  supplies  of  funds  for  lending. 

Human  beings,  however,  like  to  get  things  easily.  Acting  as  groups — 
governments — they  see  attractive  possibilities.  One  is  to  vote  expendi- 
tures to  be  paid  for  by  taxes  on  others.  Another  possibility  is  to  create 
money  to  pay  for  government  spending.  The  printing  presses  and,  even 
more  so,  the  banking  system  permit  money  creation  without  effort,  work, 
thrift,  or  sacrifice. 

If  the  economy  has  much  unutilized  productive  capacity,  money  crea- 
tion may  finance  benefits  from  government  spending  without  loss  of 
either  other  output  or  price-level  increases.  Economists  have  preached 
this  sermon  long  and  fervently,  attributing  it  to  Keynes's  writings  of 
the  1930s  when  inflation  presented  no  serious  problem.  "Modern  eco- 
nonfiics  can  free  mankind  from  bondage  to  balance  as  a  criterion  of  wise 
fiscal  policy."  And  the  figures  for  most  years  have  shown  what  seem  to 
be  disturbing  numbers  of  unemployed  persons  and  wasteful  underutil- 
ization  of  plant  and  equipment.  Therefore,  many  economists  in  high 
places  and  throughout  academe  have  supported  "what  comes  easily"  to 
many  on  Capitol  Hill,  in  the  executive  branch,  and  throughout  the  land 
— federal  expenditures  (and  loan  programs)  not  paid  for  by  taxes. 

The  resulting  budget  deficits  have  done  more  than  finance  new  output 
from  otherwise  unutilized  productive  capacity.  One  might  ask  wheth- 
er these  deficits  have  not  been  a  major  cause  of  inflation.  Nevertheless, 
the  economy  faces  no  inherent  necessity  for  creating  money  to  accom- 
modate the  Treasury  or  other  borrowers.  But  how  much  easier  it  is  to 
let  banks  have  more  reserves  and  expand  their  loans  than  to  require  bor- 
rowers to  compete  for  limited  savings! 

When  a  new  dollar  has  been  injected  into  the  income-expenditure 
stream,  it  will  continue  to  circulate  after  the  original  use.  One  respect  in 
which  money  differs  from  other  things  is  that  when  a  dollar  is  used  it 
is  not  used  up.  The  person  or  company  or  government  getting  it  will  then 
use  it.  The  process  of  purchase  and  payment  will  continue.  The  effect 
of  one  month's  or  one  year's  money  creation,  for  the  Treasury  or  for 
business,  is  an  enlargement  of  the  money  stock  that  is  available  for 
continuing  use.  The  faster  the  money  is  used  (velocity  of  turnover),  the 
more  effect  each  added  dollar  will  have  in  supporting  money  demand 
and  increases  in  the  price  level. 

The  role  of  federal  government  finances  has  become  increasingly  com- 
plex. Professor  Weidenbaum,  in  a  presentation  that  warrants  special 
attention  because  of  the  new  developments  it  interprets,  emphasizes  the 
growing  size  of  federal  spending.  More  and  more  financial  activities  in- 
fluenced by  the  federal  government  are  outside  the  budget.  The  de- 
sire to  use  the  power  of  government  to  escape  some  of  the  discipline  of 
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competitive  markets  creates  pressure  for  indirect  as  well  as  direct  utiliza- 
tion of  federal  government  power  to  borrow — and  to  employ  the  money- 
creating  mechanism. 

Inflation  extends  over  the  world.  Spokesmen  in  many  countries  feel 
that  at  least  part  of  their  inflation  has  been  imported.  The  causal  rela- 
tions cited  are  complex;  they  differ  from  one  country  to  another.  At  the 
conference  Professor  Robert  Mundell  of  Columbia  University  emphasized 
the  points  noted  here.  The  press  of  other  work  prevented  him  from  sub- 
mitting a  written  paper  for  this  volume. 

Few  Americans  have  been  aware  of  an  enormous  increase  in  liquidity 
over  the  world.  The  expansion  of  Eurodollars,  for  example,  has  greatly 
enlarged  a  relatively  new  form  of  liquid  asset.  The  figures  of  changes 
in  international  monetary  reserves  since  August  15,  1971,  stagger 
the  imagination.  Advocates  of  retaining  ties  of  money  to  gold  have  ar- 
gued that  without  the  discipline  exerted  by  such  restraint,  governments 
would  create,  or  tolerate  the  creation  of,  money  on  a  scale  that  would  be 
inflationary.  Consistent  with  this  view,  certainly,  is  an  "explosion"  in  the 
quantity  of  money  since  the  United  States  finally  ended  the  dollar's  fixed 
tie  to  gold.  In  any  case,  governments  over  the  world  have  been  expand- 
ing money  at  a  rapid,  though  of  course  not  uniform,  rate. 

Employment  Aspects 
Inflation  and  attempts  to  end  it  involve  employment.  The  total  of  aggre- 
gate demand,  say  $1.2  trillion,  will  finance  full  employment — at  some 
average  wage  rate.  If  the  average  wage  rate  goes  up,  however,  more  dol- 
lars will  be  needed.  The  injections  of  new  money  in  the  form  of  increases 
in  bank  loans — made  possible  by  the  Federal  Reserve  to  finance  either 
government  spending  or  private  business  or  consumers — can  stimulate 
the  demand  for  labor.  In  the  short  run,  aggregate  demand,  including  the 
demand  for  man-hours  of  work,  can  be  increased  easily.  Employment 
and  wage  rates  will  rise. 

Rising  prices  and  wage  rates,  however,  may  induce  increases  in  em- 
ployment costs  that  will  price  some  labor  out  of  the  work,  e.g.,  short 
work  weeks,  layoffs,  or  incomplete  hiring  of  new  entrants  to  the  labor 
market.  If  employees  and  their  unions  expect  inflation,  or  a  higher  rate 
of  inflation,  the  expectation  can  lead  to  insistence  on  wage  increases 
that  assure  future  unemployment — unless  the  monetary  authorities  "val- 
idate" the  higher  level  of  injections  of  additional  money.  Is  this  not  one 
of  the  worst  dangers  of  inflation?  If  wage  rates  are  "sticky,"  or  com- 
pletely inflexible,  downward,  then  the  only  way  the  employment  of  a 
growing  labor  force  can  rise  to  a  reasonably  satisfactory  level  will  be 
throu^  an  "adequate"  rise  in  productivity  (output  per  hour),  a  squeeze 
on  the  shares  of  output  for  the  suppliers  of  nonlabor  factors  of  produc- 
tion, or  the  injection  of  more  money. 
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Contributors  to  this  volume  express  concern  about  current  unem- 
ployment. A  further  drop  in  business  as  a  result  of  efforts  to  reduce  infla- 
tion will  reduce  employment.  Some  of  the  drop  in  jobs  will  be  temporary 
as  companies  adjust  inventories;  some  will  be  more  stubborn  because 
wage  rates  are  too  high  relative  to  what  consumers  will  pay  for  the  out- 
put of  each  hour's  work.  The  term  stagflation  appears  many  times.  Em- 
ployment suffers  from  elements  of  stagnation  (inadequate  expansion  of 
output)  while  the  price  level  continues  to  rise. 

The  short-  and  the  long-run  effects  of  inflation  on  employment  are 
complex.  Dr.  Fiedler,  for  example,  notes  that  much  of  the  1974  difficulty 
in  housing  construction  resulted  directly  from  inflation.  The  drop  in 
housing  starts  was  due,  not  merely  to  the  rise  in  prices  of  materials  and 
labor  but  also,  and  quite  obviously,  to  the  rise  in  interest  rates  and  the 
diversion  of  loan  funds  to  other  parts  of  the  economy.  Business  demands 
for  loans  soared,  in  part  because  more  dollars  were  needed  to  finance 
operations  at  higher  prices  and  in  part  because  taxes  do  not  recognize  in- 
flation in  computing  depreciation. 

Table  7  presents  data  also  not  fully  appreciated — the  growth  of  em- 


TABLE  7 
Labor  Force  by  Employment  Status, 
Annua/  Averages  for  Selected  Calendar  Years,  1929-73^ 

(in  millions) 


Civilian  Labor  Force 

Unemployment 
as  a  Percentage 

Unem- 

of Civilian 

Year 

Total 

Armed  Forces 

Employed 

ployed 

Labor  Force 

14  Years 

of  Age  and  Over 

1929 

49.4 

.3 

47.6 

1.6 

3.2 

1933 

51.8 

.3 

38.8 

2.8 

24.9 

1939 

55.6 

.4 

45.8 

9.5 

17.2 

1946 

61.0 

3.5 

55.3 

2.3 

3.9 

16  Years  of  Age  and  Over 

1949 

62.9 

1.6 

57.6 

3.7 

5.9 

1950 

63.9 

1.7 

58.9 

3.3 

5.3 

1955 

68.1 

3.0 

62.2 

2.9 

4.4 

1960 

72.1 

2.5 

65.8 

3.9 

5.5 

1965 

77.2 

2.7 

71.1 

3.4 

4.5 

1970 

85.9 

3.2 

78.6 

4.1 

4.9 

1971 

86.9 

2.8 

79.1 

5.0 

5.9 

1972*' 

89.0 

2.4 

81.7 

4.8 

5.6 

1973c 

91.0 

2.3 

84.4 

4.3 

4.9 

1974b,c 

94.7 

2.2 

87.6 

4.9 

5.4 

Source:  U.S.  Department  of  Labor,  Bureau  of  Labor  Statistics. 

^Beginning  in  I960,  data  include  Alaska  and  Hawaii. 

^Not  strictly  connparable  with  previous  data  because  of  population  adjustments. 

^Data  as  of  August. 
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ployment.  Selecting  different  sets  of  years  for  comparison  permits  vari- 
ous observations.  One  might  note  that  unemployment  rose  by  1.2  mil- 
lion from  1949  to  mid-1974  while  employment  went  up  30.0  million — 
yes,  a  rise  of  30  million.  In  less  than  a  decade,  1965  to  mid-1974,  actual 
employment  rose  16.5  million.  And  the  new  jobs  were  generally  good 
jobs.  Did  inflation  help?  Or  would  the  employment  rise  have  been  grieat- 
er  if  the  price  level  had  been  more  nearly  stable?  Unemployment  as  a 
percentage  of  the  labor  force  rose  during  this  period.  The  causal  relations 
are  not  clear. 

Certainly,  one  of  the  key  factors  that  relates  employment  and  prices  to 
each  other — and  changes  in  total  employment  to  changes  in  the  price 
level — is  productivity.  If  output  per  man-hour  improves  by  more  than 
the  rise  in  compensation  per  man-hour,  then  (unless  capital  costs  go  up 
by  more)  prices  can  trend  downward.  But  if  the  employer  finds  that 
costs  of  employment  rise  by  more  than  output  per  man-hour,  prices  must 
go  up  or  employment  must  go  down  or  returns  to  capital  must  drop.^ 

Table  8  gives  figures,  admittedly  not  perfect  but  the  best  available, 
on  wages  and  man-hour  productivity.  Output  per  man-hour  has  increased 
— for  example,  (with  1967  as  100)  from  104  in  1970  to  116  in  1973. 
But  man-hour  compensation  rose  by  even  more,  from  125  to  154.  As  a 
result,  average  unit  labor  cost  in  the  total  private  economy  went  up  from 
119  to  132.  Would  one  not  inevitably  expect  a  rise  in  consumer  prices 
and  sluggishness  in  labor  markets? 

Efforts  to  Reduce  Inflation 

One  type  of  effort  to  slow  the  growth  of  labor  cost  (the  excess  of  rise  in 
compensation  over  increase  in  output  per  man-hour)  was  represented  by 
the  three-month  freeze  beginning  in  August  1971  and  then  by  the  con- 
trols of  Phase  II.  Professor  Mitchell's  essay  draws  upon  his  intimate  in- 
volvement in  this  program  as  well  as  his  study  of  other  efforts  to  imple- 
ment policies  of  restraint.  He  examines  the  problems  and  the  results. 

Another  approach  to  restraining  labor  cost  relies  heavily  upon  em- 
ployee understanding.  Mr.  Jennings  has  found  that  when  employees  are 
informed  accurately  and  fully  about  the  company's  affairs,  they  are  gen- 
erally willing  to  conclude  wage  agreements  which  do  not  force  costs  up 
so  as  to  erode  profit  prospects,  threaten  jobs,  and  raise  prices.  More  im- 
pressive perhaps  has  been  the  experience  of  certain  companies  with  profit 
sharing  with  employees.  Dramatic  successes  are  cited.  Money  and  real 
incomes  can  rise.  Here,  it  would  appear,  is  one  promising  method  of  im- 


*  Since  labor's  share  is  about  three  times  as  large  as  that  going  to  suppliers  of  cap- 
ital, a  "large"  decline  in  the  net  amount  going  to  suppliers  of  capital  is  needed  to  "fi- 
nance" a  decline  in  labor  productivity  per  wage  dollar. 
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TABLE  8 

Output,  Compensation,  and  Unit  Labor  Costs  in  the  Private  Sector 

for  Selected  Calendar  Years,  1950-73 

(index  numbers,  1967=100) 


1950 

1960 

1970 

1973^ 

Output  per  man-hour,  total  private 

60 

78 

104 

116 

Nonfarm  industries,  total 

65 

80 

103 

116 

Manufacturing 

64 

80 

108 

128 

Nonmanufacturing 

65 

81 

102 

110 

Compensation  per  man-hour. 

total  privateb 

43 

72 

125 

154 

Nonfarm  industries,  total 

45 

74 

123 

152 

Manufacturing 

45 

77 

122 

150 

Nonmanufacturing 

46 

73 

124 

153 

Unit  labor  cost,  total  private 

72 

92 

119 

132 

Nonfarm  industries,  total 

70 

92 

119 

131 

Manufacturing 

69 

96 

113 

118 

Nonmanufacturing 

70 

90 

123 

139 

Source:  Department  of  Labor,  Bureau  of  Labor  Statistics. 

Note:  Figures  rounded  to  nearest  whole  number. 

^Preliminary. 

bWages  and  salaries  plus  employers'  contributions  for  social  insurance  and  private 

plans. 


proving  the  economic  well-being  of  both  employees  and  suppliers  of 
capital  without  adding  to  the  cost-push  aspects  of  inflation. 

Professor  Fabricant  has  studied  and  written  on  various  aspects  of  in- 
flation over  many  years.  He  integrates  this  material  with  work  he  has 
done  on  other  economic  topics  such  as  the  role  of  government  and  pro- 
ductivity. He  takes  a  broad  view  of  the  current  situation  and  outlook 
and  shows  why  returning  to  price-level  stability  must  be  slow  and  pain- 
ful. His  paper  examines,  among  other  things,  the  role  of  expectations 
about  inflation  and  the  part  that  they  may  play  in  developing  policies 
for  the  future. 

Experience,  however,  does  show  that  an  inflationary  trend  can  be  re- 
versed. The  program  of  the  late  1950s  described  by  Professor  Saulnier 
deserves  far  more  attention  than  it  has  received.  He  tells  a  success  story 
of  fiscal  and  monetary  policy  plus  other  elements.  It  was  not  without  its 
pains.  But  understanding  these,  along  with  what  actually  worked,  can 
help  prepare  the  nation  to  deal  with  their  counterparts. 

To  prevent  ir\flation,  government  should  keep  the  growth  of  the  sup- 
ply of  money  at  a  rate  consistent  with  price-level  stability,  but  that  is 
easier  to  say  than  to  do.  One  difficulty  is  to  say  "no"  to  those  who  want 
still  more  money  created.  They  may  argue  that  more  is  needed  to  finance 
a  budget  deficit  or  to  provide  financing  for  worthy  projects  for  which 
funds  from  private  saving  seem  to  be  inadequate  at  current  prices. 
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Among  economists,  raising  federal  taxes  has  become  a  standard  pre- 
scription for  curbing  inflation.  Governments  by  taxation  take  from  fam- 
ilies and  business  some  of  their  income  or  some  of  their  capital.  The  dol- 
lars thus  taken  are  not  available  to  pay  for  consumption;  nor  can  they 
be  saved  and  then  used  for  the  private  purchase  of  investment  goods. 

The  tax  funds  withdrawn  from  the  income  stream  are  no  longer  avail- 
able to  finance  private  demand  for  goods  and  services.  Some  of  the  effect 
of  lower  money  demand  will  be  prices  lower  than  otherwise;  some  will 
be  a  reduction  of  physical  quantities  and  hence  fewer  man-  and  machine- 
hours  of  work. 

A  second  prescription  for  reducing  inflation  is  to  cut  the  increase  in 
federal  expenditures.  In  periods  of  inflation  the  orthodox  fiscal  program 
would  presumably  be  a  federal  budget  surplus.  If  revenues  exceed  spend- 
ing, then  federal  finances  can  reduce  the  income  flow,  taking  out  more 
than  is  put  back  and  thus  acting  to  limit  or  offset  "demand  pull."  Such  is 
a  "tight"  fiscal  policy. 

By  lowering  the  growth  of  spending  (including  "off-budget"  financ- 
ing), or  by  raising  tax  collections.  Congress  can  produce  fiscal  action  that 
will  alter  the  flows  of  income  in  ways  that  reduce  total  demand.  Here,  it 
would  seem,  is  an  obvious  means  of  preventing  inflation  if  the  public 
really  wants  to  do  so. 

The  obstacles  are  formidable.  A  variety  of  forces  operate  to  increase 
federal  spending.  Some  result  from  earlier  inflation.  Some  of  recent  years 
represent  the  costs  of  undertakings  of  the  Great  Society.  Some  spending 
programs  are  newer  still.  Nevertheless,  does  it  not  seem  that  the  increases 
— $400  per  capita  (adjusted  to  the  estimated  fiscal  1975  worth  of  the  dol- 
lar) more  in  fiscal  1974  than  a  decade  ago — must  have  done  enough  to 
call  for  a  change  of  pace?  And  new  congressional  procedures  intended  to 
slow  the  rise  of  expenditures  have  just  been  approved.^ 

Indexing  gets  increasing  attention  as  one  method  for  meeting  some  of 
the  problems  of  inflation.  One  argument  of  advocates  is  that  indexing 
would  reduce  uncertainties  of  expectations  as  a  source  of  pressure  for 
policies  that  in  fact  make  things  worse.  Professor  Kuhn  explains  the  in- 
dexing proposals  in  general  and  analyzes  the  probable  effects. 

Foreign  Experience 

The  fact  that  inflation  today  is  worldwide  made  an  examination  of  the 
experiences  of  some  other  countries  appropriate.  Table  9  shows  how  pur- 
chasing power  has  eroded  over  the  world.  But  the  experiences  differed 

"  Good  reasons  of  efficiency  in  resource  allocation  will  in  themselves,  regardless  of 
inflation,  support  determined  efforts  to  control  spending,  i.e.,  to  be  as  certain  as  pos- 
sible that  benefit?  tn  the  public  will  be  worth  the  cost  to  taxpayers. 
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TABLE  9 
Erosion  of  Value  of  Money  in  Selected  Countries,  1963-74 


Indexes  of  Value 

of  Money 

(1963=100) 

1973 

Annual  Rate  of 
Depreciation  of  Money 

1963-68^ 

1968- 7 3^ 

1974b 

Industrialized  Countries 

New  Zealand 

58 

3.8% 

6.9% 

5.6% 

West  Germany 

71 

2.4 

4.4 

6.4 

Netherlands 

57 

4.5 

6.4 

7.9 

Norway 

58 

4.1 

6.4 

8.1 

Sweden 

61 

4.1 

5.7 

8.3 

South  Africa 

65 

3.0 

5.5 

8.9 

Switzerland 

64 

3.4 

5.3 

9.0 

Beligum 

66 

3.5 

4.6 

9.1 

United  States 

69 

2.5 

4.8 

9.3 

Canada 

68 

3.0 

4.4 

9.4 

France 

64 

3.1 

5.8 

11.1 

Australia 

66 

2.2 

5.3 

12.0 

United  Kingdom 

58 

3.7 

7.0 

12.1 

Denmark 

54 

6.0 

6.0 

12.2 

Italy 

64 

3.4 

5.4 

12.7 

Spain 

49 

7.0 

6.6 

13.3 

Yugoslavia 

25 

13.6 

12.2 

15.4 

Japan 

55 

4.9 

6.6 

18.2 

Greece 

69 

2.1 

5.3 

24.6 

Median  rates 

3.7 

5.7 

11.1 

Less-developed  Countries 

Venezuela 

80 

1.4 

3  0 

4.7 

Iraq 

75 

1.1 

4.5 

5.9 

Guatemala 

82 

0.4 

3.4 

10.4 

Iran 

72 

1.5 

4.9 

11.6 

Peru 

39 

11.6 

6.5 

13.6 

South  Korea 

31 

13.0 

9.0 

15.8 

Thailand 

72 

2.5 

3.9 

17.6 

Mexico 

64 

3.0 

5.8 

18.3 

Brazil 

6 

32.7 

15.8 

18.7 

Turkey 

41 

6.2 

7.9 

18.9 

Colombia 

33 

98 

11.1 

20.5 

India 

46 

9.0 

6.1 

21.0 

Argentina 

8 

20.3 

25.0 

23.1 

ZaireC 

21 

208 

8.1 

24.4 

Philippines 

48 

4.7 

9.4 

25.1 

Indonesia 

1 

70.7 

12.3 

31.8 

China  (Taiwan) 

68 

2.2 

5.5 

35.6 

South  Vietnam 

8 

22.5 

22.3 

39.3 

Median  rates 

3.6 

6.0 

18.7 

Source:  First  National  City  Bank. 

^Compounded  annually. 

^Based  on  average  monthly  data  available  for   1974  compared.^with  corresponding 

period  of  1973. 

'^Formerly  the  Congo. 
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tremendously  over  the  1963-73  decade  and  in  the  first  part  of  1974. 

Because  of  space  limits  only  three  countries  are  discussed.  The  essays 
by  Professors  Robock,  Glade,  and  Schmolders  on  Brazil,  Mexico,  and  Ger- 
many respectively  reveal  a  variety  of  experiences  and  policies  within 
each  country  in  the  periods  covered. 
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Freedom  is  more  than  an  end, 
something  which  in  itself  is  of 
incalculable  value.  Freedom  is  also 
a  means  for  achieving  other  ends. 
Among  the  objectives  which  free- 
dom helps  man  achieve  are  those 
of  his  economic  life. 

But  what,  really,  does  the  term 
"freedom"  mean  in  relation  to 
economics?  How  does  it  relate  to 
the  productivity  of  an  economy? 
Both  questions  are  difficult.  Nei- 
ther of  them  am  I  able  to  answer 
to  my  own  full  satisfaction.  Few 
of  the  many  aspects  are  black  or  • 
white.  Gray  areas  exist.  The  prob- 
lems are  complex.  The  values  in- 
volved are  not  always  in  harmony. 

The  lack  of  certainty  does  more 
than  compel  caution  in  presenting 
conclusions.  The  existence  of  doubt 
also  leads  to  failure  to  recognize 
points  which,  it  seems  to  me, 
should  be  more  nearly  clear  than 
debatable.  My  university  students 
seem  rarely  to  appreciate  the  sig- 
nificance of  some  major  elements. 
And  who  has  not  heard,  many 
times  and  from  many  sources, 
statements  to  the  effect  that  the 
world's    poor,    "emerging"    coun- 


tries cannot  afford  freedom  be- 
cause of  their  desire  to  speed  eco- 
nomic development?  Economic 
freedom,  however,  can  make  an 
incomparable  contribution  to  good 
economic  performance. 

Freedom  —  The  Concept 

Freedom  implies  the  absence  of 
restraint.  Yet  we  also  think  of  it 
as  the  existence  of  opportunities  — 
the  more  numerous  the  alterna- 
tives available,  the  greater  our 
freedom.  As  related  to  economic 
affairs,  freedom  often  seems  to 
mean  less,  rather  than  more,  re- 
striction imposed  through  the  po- 
litical process,  i.e.,  by  government. 
Who  will  deny  the  validity  and  the 
pertinence  of  this  interpretation? 
Denial  may  come  from  the  person 
who  has  been  blessed  by  the  op- 
portunity to  live  where  govern- 
mental restrictions  bother  him 
little  -  or  by  the  man  who  has 
become  desensitized  (or  never  had 
a  chance  to  develop  feelings  for 
economic  freedom). 

Freedom  in  the  fullest  sense, 
however,  covers  more  than  the  ab- 
sence of  governmental  restriction. 
The  freedom  that  counts  econom- 
ically —  and  humanely  —  includes 
the  absence  of  privately  created 
restrictions  whose  origin  is  not  in 


some  quid  pro  9?(o.'  The  massing 
of  economic  power  in  various  parts 
of  an  economy  with  generally 
"free"  markets  can  restrict  the 
freedom  of  persons  not  exercising 
the  power. 

Freedom  in  economic,  as  well  as 
in  personal,  life  requires  govern- 
ment and  the  restraints  it  imposes. 
The  preservation  of  order  and  the 
enjoyment  of  personal  rights  can- 
not exist  without  curbs  on  action, 
curbs  which  limit  opportunity  but 
which  operate  under  law.  Organ- 
ized economic  life  needs  "rules  of 
the  game,"  a  framework  within 
which  activity  can  be  carried  on 
with  assurance  about  rights  and 
obligations. 


1  By  qitid  pro  quo  restrictions,  I  mean 
those  which  result  from  inability  or  un- 
willingness to  meet  the  terms  demanded 
by  others  in  a  generally  competitive  mar- 
ket: A's  failure  to  get  a  new  auto  be- 
cause he  was  unable  to  meet  the  seller's 
terms  or  B's  failuri  to  get  the  better  job 
because  he  was  unwilling  to  study  at 
night.  These  must  be  distinguished  from 
privately   erected   obstacles   to  entry   by 
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a  line  of  business  or  occupation.  Private 
(nongovernmental)  restriction  on  free- 
dom may  be  illustrated:  (a)  the  existence 
of  producing  units  so  large  that  poten- 
tial newcomers  face  hurdles  which  are 
at  times  insurmountable;  {b  )  wage  agree- 
ments that  effectively  exclude  from  jobs 
those  persons  whose  productivity  makes 
them  worth  less  than  the  wage  set. 
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A  binding  legal  obligation  -  to 
live  up  to  the  terms  of  an  agree- 
ment —  in  one  sense  limits  free- 
dom. In  a  broader  sense,  however, 
a  body  of  law  which  compels  men 
to  respect  their  obligations  is  a 
source  of  freedom  and  opportuni- 
ty. The  legal  system  makes  pos- 
sible the  contracts  and  arrange- 
ments which  are  indispensable  for 
specialization  and  capital  accumu- 
lation. The  essentials  of  advanced 
economic  Ufe  require  the  govern- 
mental imposition,  and  enforce- 
ment, of  law. 

Government  acts  in  another  way 
to  create,  while  also  restraining, 
economic  freedom.  Government 
can  use  the  power  of  coercion  to 
prevent  undesirable  "neighbor- 
hood" or  "third-party"  effects. 
Restrictions  against  the  pollution 
of  air  and  rivers  or  inappropriate 
uses  of  land  provide  example.  Per- 
sonal and  business  activity  need 
to  be  controlled  to  reduce  adverse 
effects  on  persons  who  are  not  par- 
ties to  the  transactions.  In  short, 
"social  costs"  of  private  activity 
must  not  be  ignored  in  society's 
economic  calculations  if  we  are  to 
get  best  overall  results.  Curbs  on 
some  freedoms  are  necessary  to 
assure  the  existence  of  others. 

Yet  the  government  which  re- 
strains (participates  or  intervenes 
—  different  terms  carry  different 
connotations)  to  make  liberty  pos- 
sible also  restricts  freedom.  .  In 
surveying  the  broad  scope  of  gov- 
ernment restraint  in  modern  eco- 
nomic life,  one  sees  many  "gray 
areas.'.'  Their  frequency  and  ex- 
tent, however,  ought  not  to  get 
predominant  attention.  The  cen- 
tral issues  deserve  attention  and 
most  need  to  be  understood.  What 
is  the  relation  of  freedom  to  the 
essential  tasks  of  an  economic 
system? 

IVhaf  Goods  and  Services  Shall 
be  Produced? 

An  economic  system  exists  to 
produce  goods  and  services  for 
consumers  —  today  and  in  the  fu- 


ture.^  But  not  just  anything,  not 
great  masses  of  this  and  nothing 
of  that. 

The  objective  is  to  produce  a 
vast  array  of  goods  and  services  in 
the  proportions  which  will  best 
satisfy  human  wishes.  The  opti- 
mum combination  can  be  produced 
only  if  the  public  can,  and  does, 
reveal  personal  desires  in  all  their 
myriad  nuances.  What  methods  of 
showing  desires  are  available? 
One  method  consists  of  our  buying 
as  individuals  and  as  private 
groups  -  voting  in  the  market 
place  with  our  money.  We  can 
also  reveal  desires  in  buying  col- 
lectively through  government.  The 
processes  of  individual  and  collec- 
tive buying  differ  —  and  so  must 
the  quality  of  the  results.  Three 
differences  warrant  comment. 

1.  When  buying  in  the  market, 
individuals  may  not  always  do 
what  they  really  prefer,  or  would 
prefer  if  they  had  more  facts,  in- 
cluding those  which  will  come  with 
experience.^  Mistakes  are  legion. 
Yet  the  person  who  makes  an  er- 
roneous consumption  choice  will 
also  bear  the  burden.  The  effect 
on  incentives  will  be  direct  and 
unrelenting.  When  we  buy  collec- 
tively through  government,  how- 
ever, a  considerable  minority  - 
perhaps  even  a  majority  -  will 
ordinarily  have  preferred  some 
other  arrangement.  They  would 
rather  have  more  of  this,  less  of 
that,  a  different  mix  of  "public" 
and  private  goods  and  services. 
The  direct  and  indirect  expression 
of  preferences  through  the  process 

^  The  nature  and  conditions  of  work 
are  no  less  important  than  many  of  the 
rewards  we  call  consumption.  Both  posi- 
tive and  negative  values  lie  in  work,  ac- 
tivity, in  the  job  itself.  Here,  too.  free- 
dom plays  a  role  of  paramount  signifi- 
cance. The  more  numerous  the  oppor- 
tunities to  select  among  alternatives,  the 
greater  the  likelihood  that  one  can  settle 
on  the  best  combination  of  job  conditions 
among  those  available  and  also  induce 
the  type  change  which  makes  for  better 
jobs. 


of  voting  in  political  elections  will 
leave  some  of  the  public  getting 
less  satisfaction  of  its  wants  than 
the  dollars  spent  would  permit. 
Compulsion  on  minorities,  there- 
fore, sacrifices  human  satisfac- 
tions which  would  be  met  under 
a  regime  of  freedom  —  except  for 
such  truly  collective  wants  as  na- 
tional defense  and  internal  polic- 
ing.^ 

2.  In  getting  produced  those 
things  which  are  most  likely  to 
satisfy  human  wants,  the  freedom 
of  the  market  possesses  two  other 
inherent  advantages  over  the  po- 
litical, that  is,  the  governmental, 
process,  (a)  Governmental  deci- 
sions are  discontinuous.  They  are 
made  at  infrequent  intervals.  Once 
made,  they  often  commit  spending 
for  months  or  years,  and  in 
amounts  which  are  subject  to  lit- 
tle change.  Much  private  spend- 
ing, in  contrast,  shifts  constantly. 
In  the  market  place  we  can  vote 
with  every  dollar  on  a  list  of  can- 
didates which  is  long  indeed.  Al- 
ternatives shift  from  day  to  day. 
Prices  and  qualities  are  kept  on 
the  move.  New  opportunities  ap- 
pear. Consumer  reaction  to  them 
induces  changes  with  a  flexibility 
rarely  possible  in  government  pur- 
chasing, (b)  Governmental  spend- 
ing decisions  are  made  through 
intermediaries,  not  by  the  ulti- 
mate user,  the  citizen  being 
served.  Elected  officials,  the  civil 
service,  and  the  military  place  the 
orders.  The  public  served  remains 
somewhat  removed  from  the 
choices. 

3.  New  products  and  new  types 
of  services  are  most  likely  to  ap- 
pear in  an  environment  of  free- 
dom.   Buyer   reactions   then   indi- 


^  As  consumer  goods  get  more  complex, 
the  need  for  information  increases. 


*  More  typically,  the  family  rather 
than  the  individual  is  the  unit  involved. 
There  are.  for  example,  things  I  as  an  in- 
dividual want  rather  more  than  higher 
prices  of  food,  putting  a  man  on  the  moon 
soon,  or  subsidizing  the  development  of 
new  agricultural  land.  Yet  some  of  the 
taxes  I  pay  to  the  national  government 
go  for  these  purposes. 
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cate  how  much  of  each  shall  be 
produced.  For  many  good  reasons, 
government  spending  patterns 
tend  to  be  largely  stable.  Of 
course,  innovation  does  occur  in 
government,  while  private  monop- 
oly can  restrict  innovation  in  the 
world  of  business.-" 

Yet  even  private  monopolies 
may  act  progressively.  And  most 
of  the  world  of  business  is  freer 
and  more  competitive  than  govern- 
ment. 

How  fo  Produce 

Most  goods  can  be  produced,  and 
most  desires  for  services  satisfied, 
in  more  than  one  way.  Some  meth- 
ods are  better  than  others.  The 
general  welfare  objective  is  to  use 
the  minimum  of  inputs  per  unit  of 
output.  The  closer  the  economy 
comes  to  this  objective,  the  greater 
the  total  output  obtainable  from 
the  productive  resources  available. 

In  the  business  world,  the  hope 
for  profit  and  the  fear  of  loss  act 
powerfully  to  compel  economizing 
in  production.  Freedom  provides 
opportunity  —  and  more.  One  pro- 
ducer's aggressiveness  in  cost  cut- 
ting is  another's  challenge  or 
threat.  Governments,  however,  do 
not  need  to  meet  cost  demands  in 
the  same  sense  as  do  businesses.  If 
the  taxpayer  can  be  compelled  to 
pay  the  bills  (including  losses  in 
commercial-type  activities ) ,  what 
are  the  inducements  to  economiz- 
ing? They  exist,  but  making  them 
powerful  and  effective  requires 
exceptional  imagination,  effort, 
and   freedom  within   government. 

Efficiency  demands  smaller 
rather  than  greater  use  of  inputs 
per  unit  of  output.  To  take  ad- 
vantage of  opportunities,  to  ad- 
just to  the  unending  (and  also 
uneven")  change  (a)  of  the  prices 
of  inputs  and  (h)  of  technological 


•"•  Obstacles  to  innovation  in  business 
arc  not  limited  to  monopoly  in  any  strict 
sense  of  the  term.  Lethargy,  ignorance. 
lack  of  capital,  and  red  tape  inside  a  com- 
pany are  among  factors  limiting  innova- 
tion. 


possibilities,  a  producer  must  be 
free.  He  must  also  be  under  pres- 
sure to  do  what  seems  best.  Pro- 
duction possibilities  differ  widely 
from  time  to  time,  from  place  to 
place.  Any  single  pattern,  no  mat- 
ter how  well  adapted  to  some  sit- 
uations, will  be  unsuited  to  others, 
and  definitely  bad  for  some.  Free- 
dom permits  the  public  to  benefit 
from  such  variety. 

Where  producers  are  free  to 
seek  better  methods  —  and  even 
more  certainly  where  producers 
are  under  the  pressure  of  compe- 
tition to  reduce  costs  -  the  public 
stands  to  benefit.  Government 
agencies  cannot  be  expected  to 
improve  efficiency  to  the  extent 
that,  and  as  promptly  as,  per- 
mitted by  changes  in  technology 
and  changes  in  the  prices  of  in- 
puts. Nor  does  governmental  reg- 
ulation appear  promising  as  an 
"encourager"  of  cost  reduction. 
The  governmental  agency,  wheth- 
er as  an  operating  entity  or  one 
regulating  private  businesses, faces 
more  than  one  disadvantage  as  a 
promoter  of  production  efficiency. 
So  does  the  business  firm  or  the 
labor  union  which  is  somewhat  in- 
sulated from  the  free  competition 
of  others.  Not  the  only  examples 
in  America  are  to  be  found  in  the 
makework  policies  of  labor  unions 
and  obsolete  local  laws  affecting 
new  construction. 

As  producers,  many  of  us  may 
nurse  a  sneaking  sympathy  for  re- 
straints which  impede  the  growth 
of  productivity  if  they  seem  to 
create  demand  for  our  labor  or 
what  we  have  to  sell.  Neverthe- 
less, the  result  in  any  "not-so- 
long"  period  will  be  some  failure 
to  improve  the  relation  of  output 
to  input.  Society  suffers.  To  re- 
peat, protection  from  the  forces 
of  freedom  will  result  in  greater 
use  of  productive  resources  per 
unit  of  output. 

Who  Gets  What? 

For  the  economy  as  a  whole, 
there  can  be  no  Santa  Claus,  no 


"free  lunch."  Society  must  pay 
for  what  it  gets.  The  payments 
thus  made  are  the  incomes  of  the 
recipients.  Most  of  us  are  on  both 
sides  —  paying  and  receiving.  On 
one  side,  we  want  the  amount  to 
be  large;  on  the  other  side,  we 
want  it  to  be  small.  Each  of  us 
presumably  tries  to  do  the  best 
he  can,  to  make  the  best  settle- 
ment possible  with  what  he  has,  in 
getting  income  and  then  in  us- 
ing it. 

The  greater  our  freedom  to 
make  the  best  bargains,  the  bet- 
ter in  general  will  be  the  results. 
No  one  wants  to  pay  others  more 
than  their  services  are  worth,  and 
freedom  to  reject  demands  for 
overpayment  reduces  the  likeli- 
hood that  we  shall  be  forced  to 
do  so.  In  turn,  the  broader  our 
range  of  freedom,  the  larger  our 
opportunities  to  get  the  most  that 
our  services  are  worth  to  others. 

In  contrast,  restrictions  on  free- 
dom —  whether  imposed  by  gov- 
ernment, the  possessors  of  private 
power,  or  one's  own  commitments 
made  earlier— will  make  the  terms 
for  some  of  our  bargains  less  sat- 
isfactory than  is  potentially  pos- 
sible. 

As  a  result  of  such  compulsion, 
we  shall  pay  more  than  is  inher- 
ently necessary  for  what  we  get  — 
and  get  less  than  our  services  are 
worth. 

The  distribution  of  income 
which  results  from  complete  free- 
dom would  be  less  than  ideal, 
judging  by  the  standards  to  which 
most  of  us  hold.  The  person  with 
no  productive  capacity  might  be 
left  out  in  the  cold  because  private 
philanthropy  —  a  not  insignificant 
feature  of  free  society  in  America 
-  might  not  fill  all  humanely  dis- 
tressing gaps.  Long  ago  govern- 
ment came  to  use  funds  collected 
in  taxes  to  meet  some  needs  of 
persons  whose  income  from  pro- 
duction seemed  inadequate.  Who 
among  us  does  not  endorse  such 
policy? 
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Transfer  Payments  Modify 
Income  Distribution 

Modern  society  goes  farther. 
Transfer  payments  (such  as  so- 
cial insurance  and  aid  to  farmers) 
modify  income  distribution.  The 
results  differ  from  those  of  the 
free  market.  Taxes  also  redistrib- 
ute income  and  wealth.  The  gen- 
eral results  may,  or  may  not,  suit 
us  better  than  those  from  freedom. 

Nevertheless,  in  three  important 
respects  the  consequences  of  free- 
dom have  no  small  economic  merit. 
1)  The  kinds  of  services  desired 
are  most  likely  to  be  forthcoming 
if  demanders  and  suppliers  are 
free  to  make  the  best  deals  pos- 
sible. 2)  Efficiency  in  utilization 
will  be  encouraged.  The  employer 
will  not  use  labor  being  paid  $4 
an  hour  on  jobs  worth  $3  an  hour. 
Men  capable  of  producing  enough 
to  justify  $4  an  hour  will  rarely 
spend  their  time  on  jobs  worth  $3 
an  hour.  The  desire  for  income 
leads  free  men  to  "allocate"  them- 
selves toward  the  work  where  the 
rewards  are  highest  because 
worker  productivity  is  highest.  3) 
Men  seeking  work  will  not  be  de- 
nied jobs  because  someone  else 
sets  conditions  -  sex,  color,  age, 
or  creed  —  which  are  not  pertinent 
to  the  task.  Nor  will  a  man  be  de- 
nied work  because  his  productivity 
does  not  come  up  to  the  lowest 
level  of  wage  rate  permitted  by 
law,  union-management  agree- 
ment, or  custom. 


Economic  progress  requires  that 
things  be  done  differently.  What 
could  be  more  obvious  than  that 
innovation,  change,  the  striking 
out  in  new  directions,  all  depend 
upon  freedom?  Bureaucracy  -  in 
government,  in  large  businesses  or 
labor  unions,  perhaps  even  in  uni- 
versities, religious  organizations, 
and  private  foundations -provides 
stability  without  which  progress 
is  impossible.  Yet  bureaucracy  and 
the  slow  decision  processes  of  leg- 
islatures get  in  the  way  of  the 
change  which  makes  up  the  very 
essence  of  economic  progress.  Per- 
haps the  greatest  contribution  of 
freedom  to  economic  productivity 
lies  in  the  fruits  of  progress. 

Concluding  Comment 

Reality  cannot  compete  with 
dreams,  at  least  not  "fairly."  How 
easy  to  romanticize,  perhaps  about 
free  enterprise,  perhaps  about  pos- 
sibilities of  improving  the  world 
by  some  governmental  policy  which 
will  restrict  the  freedom  of  oth- 
ers :  Mr.  Dooley  made  a  good  point 
when  he  said,  "A  man  that'd  ex- 
pect to  train  lobsters  to  fly  in  a 
year  is  called  a  lunatic;  but  a  man 
that  thinks  men  can  be  turned  into 
angels  by  an  election  is  called  a  re- 
former and  remains  at  large." 

Government  will  inevitably  in- 
fluence economic  affairs  extensive- 
ly. One  element  of  the  essential 
intervention  will  deal  with  private 
market   power.    Another   will    in- 


volve efforts  to  meet  the  problems 
of  particular  "soft  spots"  -  indi- 
viduals, groups,  areas  —  in  excep- 
tional need.  Let's  hope  that  the 
results  will  be  constructive.  Yet 
is  it  not  a  bit  sobering  to  look  at 
almost  the  oldest  example  of  gov- 
ernmental intervention  in  the 
United  States  -  regulation  of  rail- 
roads -  and  that  which  today  gets 
the  most  financial  outlay  -  agri- 
culture? The  results  are  less  than 
brilliant,  scarcely  models  for  the 
"good  society."  One  reason  for  the 
lack  of  success  in  these  cases  is 
that  governmental  activity  has 
imposed  restrictions  on  freedom 
rather  than  enlisting  freedom  - 
in  combination  with  those  things 
which  government  has  to  offer. 

One  advantage  of  prosperity  is 
that  it  frees  us  from  the  need  to 
worry  about  small  economic  prob- 
lems. Many  details  of  government 
spending  are  just  that,  small  and 
unimportant.  But  many  are  not. 
The  quality  of  the  decisions  must 
influence  profoundly  the  quality  of 
society.  In  the  words  of  one  of  his- 
tory's greatest  economists,  Alfred 
Marshall: 

Government  is  the  most  precious 
of  human  possessions;  and  no  care 
can  be  too  great  to  be  spent  on  en- 
abling it  to  do  its  work  in  the  best 
way:  a  chief  condition  to  that  end  is 
that  it  should  not  be  set  to  work  for 
which  it  is  not  specially  qualified, 
under  the  conditions  of  time  and 
place. 
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Tax  Fundamentals  for  Economic  Progress 
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Competition  in  the  search  for  self-interest  serves 
well  to  bring  out  the  best  one  can  offer  in  the  market 
place,  as  well  as  in  sport.  But  team  play  and  coopera- 
tion also  have  their  place.  They  should  now  have  a 
prominent  role  in  the  making  of  tax  policy  for  econ- 
omic progress.  "Liberals"  and  "conservatives,"  those 
placing  themselves  "right  of  center"  and  those  on  the 
"left,"  have  an  overwhelming  community  of  interest 
in  two  agencies  for  human  progress  —  capital  form- 
ation and  business  enterprise. 

At  the  state  and  local  level,  tax  decisions  do  some- 
times reflect  concern  for  the  economic  base.  Aware- 
ness of  the  importance  of  productive,  employing 
businesses  leads  to  questioning  about  how  best  to 
avoid  impeding  economic  progress.  At  the  Federal 
level,  too,  some  reorientation  of  approaches,  some 
shaking  ofi^  of  older  biases,  can  help  in  the  next  stages 
of  tax  revision.  Let  us  try  to  look  beyond  the  con- 
flicts of  self-interest  which  so  often  overwhelm  other 
considerations  in  taxation.  Can  we  not  recognize  that 
as  Federal  fiscal  affairs  bear  so  powerfully  on  the 
entire  economy  "we  are  all  in  this  together"?  The 
"we"  includes  our  children. 

The  tax  cut  to  encourage  consumption  as  an  anti- 
recession stimulant  had  overwhelming  support  this 
spring.  But  looking  into  the  future,  we  see  a  popula- 
tion that  will  have  grown  by  about  40  million  in  the 
next  15  years  or  so.  If  we  are  to  meet  the  attendant 
growth  in  the  needs  for  more  and  better  consumer 
goods  and  services,  we  must  face  one  inescapable 
fact:  Such  progress  requires  more  and  better  facili- 
ties for  production. 

Recent  Tax  Reviews  have  examined  aspects  of  the 
taxation  of  capital'.  Things  we  Americans  are  doing 


in  taxing  the  supply  and  use  of  capital  conflict  with 
what  we  hope  for  in  better  living  —  for  ourselves 
and  others,  not  least  the  poor  and  disadvantaged, 
and  especially  each  year's  L300,000  or  more  entrants 
seeking  jobs  in  private  industries.  The  latter  expect 
earnings  which  often  require  $25,000  or  more  in 
"tools"  —  capital  provided  by  the  employer. 

Everyone  benefits  from  progress  in  enlarging  the 
economy's  capital  base  —  the  equipment  for  jobs,  for 
housing,  and  for  electric,  telephone,  and  other  public 
utilities.  Major  beneficiaries  include  young  and 
growing  families  who  will  not  themselves  have  done 
much  saving,  who  will  not  own  much  of  the  new 
capital,  but  who  do  get  to  use  the  equipment  and  to 
enjoy  the  fruits  it  helps  to  produce.  Today,  concern 
for  low-income  groups  appears  prominently  when 
discussing  taxes.  But  persons  who  believe  that  they 


This  Issue  in  Brief 

Is  it  a  romantic  illusion  to  expect  legislators 
to  put  aside  biased  misconceptions  and  to 
cooperate  on  tax  revisions  that  will  reduce 
obstacles  to  economic  progress? 

The  author  sees  a  clear  need  to  increase 
the  rate  of  capital  formation  by  billions  a 
month  over  the  next  decade!  To  do  so,  we  will 
need  a  cooperative  spirit.  For  years,  what  we 
have  been  doing  in  taxing  the  supply  and  use 
of  capital  has  conflicted  with  what  we  hope 
for  in  better  living -for  all. 

Everyone  benefits  from  progress  in  enlarg- 
ing the  economy's  capital  base. 
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have  the  best  of  intentions  may  advocate  a  tilting  of 
tax  pohcy  to  enable  such  groups  to  consume  more 
now  while  overlooking  a  basic  fact:  The  ability  to 
consume  depends  upon  the  ability  to  produce. 

The  benefits  of  new  and  better  capital  facilities 
spread  widely  —  larger  output,  new  and  better  qual- 
ity goods  and  services,  increases  in  employee  pro- 
ductivity and  thereby  in  the  ability  of  employers  to 
raise  pay,  environmental  improvement,  more  hous- 
ing, new  sources  of  energy,  the  prevention  of  infla- 
tion, stronger  competitive  position  in  world  markets, 
and  so  on. 

New  capital  requires  new  savings.  But  high  ta.xes 
and  progressive  ta.x  rates  impede  saving  and  thus 
obstruct  progress.  The  tax  rates  we  call  progressive 
now  channel  more  and  more  income  to  govern- 
ment for  consumption  as  distinguished  from  capital 
formation. 

In  the  .3  boom  years  of  1972,  1973,  and  1974  net 
personal  saving  averaged  about  $325  a  year  per 
capita;  undistributed  corporate  earnings  (without 
allowance  for  erosion  due  to  inflation)  were  around 
$200.  Such  amounts,  even  when  cumulated  for  sev- 
eral years,  seem  small  compared  with  the  costs  of  a 
house  or  the  buildings,  machinery,  and  inventory 
needed  for  a  good  job.  Estimates  of  "needs"  which 
bear  any  reasonable  relationship  to  population  in- 
creases and  to  the  standard  of  living  which  people 
are  expecting  will  require  formidable  totals  of  new 
saving.  And  we  must  add  large  amounts  for  environ- 
mental demands  and  energy  supply  requirements. 

A  recent  study  using  reasonable  assumptions  has 
estimated  gross  uses  of  investment  funds  ("needs") 
from  1974  to  1985  at  $4.7  trillion  and  capital  con- 
sumption allowances  (depreciation)  at  $2.4  trillion. 
There  will  remain  "need"  of  $2.3  trillion  for  net  per- 
sonal saving  and  undistributed  corporate  earnings. 
Yet  they  would  total  only  about  $1.7  trilUon.  The  gap 
of  over  $600  billion  would  exceed  net  saving  by  one 
third^.  A  shortfall  of  anything  like  this  magnitude  — 
more  than  $4  billion  a  month  over  the  next  decade  — 
would  deprive  us  of  progress  we  expect. 
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Being  forewarned,  can  we  not  act  to  prevent  dis- 
appointments? Here  is  an  opportunity  for  deliberate 
effort  to  "pull  together."  To  suggest  that  Federal  tax 
policy  could  really  emphasize  the  community  of 
interest  in  capital  formation  for  economic  progress 
may  be  indulging  in  romantic  illusion.  But  attempts 
to  develop  a  cooperative  spirit  are  worth  a  try. 

How  might  we  increase  the  rate  of  capital  forma- 
tion? This  is  a  question  for  extended  discussion,  not 
one  for  which  specific  answers  will  be  proposed  here. 
But  some  possibilities  can  be  noted.  The  increase  in 
government  spending  from  year  to  year  could  be 
slowed,  either  ( 1 )  by  cutting  collective  consumption 
(services  for  the  general  public)  or  (2)  by  reducing 
government  transfer  payments  which  permit  per- 
sonal consumption.  The  Federal  budget  deficit 
would  be  smaller  and  hence  the  absorption  of  funds 
from  private  saving.  The  1976  budget  calls  for  per 
capita  spending  of  $344  above  that  of  1966  ( in  dol- 
lars of  1975  purchasing  power).  How  much  more 
increase  would  serve  us  well  as  tax  reduction? 


Adjusting  Capital  Gains  Tax, 
A  Capital  Preserving  Move 

Would  it  be  possible  to  focus  a  reduction  in  the 
"tax  take"  where  most  of  the  funds  freed  would  go 
into  savings?  The  steeper  portions  of  the  personal 
income  tax  may  seem  to  offer  greatest  promise  per 
dollar  of  revenue  foregone  —  perhaps  a  one-tenth  cut 
in  every  rate  above  39  percent  ( over  $32,000  taxable 
for  a  married  couple).  More  generally,  adjustment 
of  rates  and  brackets  for  inflation  could  moderate  the 
steepness  of  rate  graduation.  Reform  of  the  hvo-tier 
taxation  of  dividends  from  corporate  earnings  cer- 
tainly deserves  high  priority.  A  first  step  might  be 
enlargement  of  the  $100  dividend  exclusion  to  pro- 
vide some  incentive  for  investment  in  shares  and  to 
increase  by  a  little  the  funds  for  such  investment.  Ad- 
justing the  taxation  of  capital  gains  and  losses  to  al- 
low for  inflation  could  be  a  capital  preserving  move. 

The  estate  and  gift  taxes  which  transfer  private 
wealth  to  government  for  consumption  warrant  re- 
examination. For  example,  the  $60,000  estate  tax 
exemption  might  be  increased,  perhaps  to  the  real 
value  it  had  when  originally  adopted  in  1942;  rate 
brackets  might  be  widened. 

Allowing  a  tax  deduction  or  credit  for  personal 
savings  may  seem  logical;  but  if  net  saving  increase 
is  the  goal,  caution  is  necessary  to  compare  the  net 
revenue  effects  with  the  probable  aid  to  capital  for- 
mation. Additional  opportunities  might  be  granted 
for  the  postponement  (or  exemption)  of  tax  on  in- 
terest or  dividends  (automatically)  reinvested  as 
now  offered  in  savings  bonds,  pension  funds,  indi- 
vidual retirement  plans,  and  life  insurance.  All  such 
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suggestions    call    for   sophisticated    and    searching 
examination. 

Proposals  to  speed  capital  formation  would  prob- 
ably spark  emotional  criticism.  Much  of  it  would 
miss  a  major  point.  The  beneficiaries  of  capital  for- 
mation are  not  only  those  who  own  the  capital  but 
also  those  who  work  with  the  equipment  or  live  in 
the  housing  or  use  the  energy  which  it  makes  pos- 
sible. 

The  outlook  for  Social  Security  has  implications 
for  capital  formation.  Paying  for  the  increased  bene- 
fits' already  legislated  will  impede  net  saving.  More 
retirees  will  get  more  dollars  to  consume  Vvfithout 
producing.  Social  Security  has  not  built  up  a  capital 
base  of  production  facilities  to  provide  the  benefits 
which  Congress  has  promised.  Workers  must  support 
retirees.  More  of  the  country's  taxpaying  capacity 
must  be  channeled  into  financing  consumption  by 
pensioners.  Heavier  taxes,  whether  imposed  on  pay- 
rolls or  as  "general  revenue,"  will  depress  our  ability 
to  add  to  the  facilities  to  produce  the  goods  and 
services  which  retirees  have  been  promised. 

Over  829b  of  All  Income 
Originates  in  Business 

The  possibilities  of  aiding  economic  progress  by 
reducing  tax  obstacles  are  clear  as  one  looks  at  the 
taxation  of  business.  The  citizen  needs  the  help  of 
new  perspectives  on  the  role  of  business.  To  go  to 
fundamentals,  let  us  think  of  the  economy  as  a  giant 
cooperative.  In  it  myriads  of  elements  compete  — 
individuals  and  businesses,  large  and  small.  They 
get  their  personal  benefits  from  doing  what  others 
want. 

"News"  as  reported  in  the  media  may  give  the 
impression  that  economic  life  depends  upon  govern- 
ment. Such  pubhcity  misleads.  Important  as  some 
government  policies  may  be,  employment  and  pro- 
duction —  the  creation  of  income  —  will  be  pre- 
dominantly by  business.  The  adjoining  table  shows 
the  facts. 

Over  82  percent  of  all  income  originates  in  busi- 
ness. Moreover,  compensation  of  employees  ac- 
counted for  82  percent  of  the  total  earnings  of  cor- 
porate business.  Corporate  payments  to  employees 
were  more  than  eight  times  as  much  as  after-tax 
profit. 

Corporate  after-tax  profit  was  6.8  percent,  one- 
sixteenth,  of  national  income.^  For  all  manufacturing 
corporations,  after-tax  profit  averages  from  year  to 


Sources  of  Income: 
Business,  Government  and  Households,  1973 


National  Income „ 

Income  originating  in  business,  total: 
Corporate  business 
Compensation  of  employees 
Corporate  profits  and  Inventory  valuation  adjustment... 
Profits  before  tax  ......ji^i*f...^.jjiiw:£;v»«---*-T=^J~, 


Profits  after  fax  (a) 

Net  interest     

Sole  proprietors  and  partnerstiips 
Compensation  of  employees 

Proprietors'  income  and  inventory  valuation  adjustment 
Net  interest 

Ottier  private  business 

Compensation  of  employees  „ __..______. 

Proprietors'  income , 

Rental  income  of  persons 

Net  interest _ 


Percent 

o( 
Total 

100.0 
82.2 
55.4 
45.3 

"..    11.5 

.      6.8 

.4 

18.8 

8.8 

9.0 

.9 

6.4 

.3 

.1 

2.4 

3.6 

1.5 

1.5 


The  benefits  are 
"tax  expenditure"  — 
Profit  figures  in  th 
valuation,  but  there 
in  computing  deprec 


excluded  from  income  taxation.  Recipients  will 
n  of  personal  tax  in  1975  —  sometimes  called  a 
—  of  about  $3,5  biUion. 


Government  enterprises 

Compensation  of  employees      

Income  originating  in  general  government: 

Compensation  of  employees 

Income  originating  In  households  and  institutions: 

Compensation  of  employees 

(a)  Corporate  income  tax  was  4.7  per  cent  of  national  income. 
Source:  Department  of  Commerce,  Bureau  of  Economic  Analysis. 


year  around  4Vi  to  5'/^  percent  of  the  prices  they 
receive. 

Human  well-being  rests  overwhelmingly  upon  the 
success  with  which  people  in  business  utilize  their 
time  and  other  resources  to  produce.  If  time  on  the 
job  is  to  produce  much,  the  worker  must  have  capital 
facilities,  usually  financed  by  others. 

From  giant  corporations  to  neighborhood  stores, 
businesses  are  associations  of  people  as  owners,  em- 
ployees, and,  suppliers  of  capital.  These  enterprises 
function  to  serve  us  as  consumers.  Business  is  not 
separate  and  somehow  apart  from  "the  people"  but 
central  to  the  ways  we  produce  and  the  supply  of 
goods  and  services  for  consumption. 

The  American  people  have  working  for  them  ( and 
something  they  work  with)  a  business  structure  of 
unparalleled  strength.  The  ever-improving  accom- 
plishments of  business  will  be  the  source  of  better 
living  for  all.  Yet  as  we  see  daily,  the  public  gets 
minimal  news  about  what  business  firms  do  well  and 
more  about  what  is,  or  is  so  said  to  be,  done  poorly. 
With  hundreds  of  thousands  of  companies,  and  with 
billions  of  transactions  each  day,  some  deplorable 
actions  will  occur.  Yet  by  reasonable  standards,  busi- 
ness firms  —  the  giants  and  the  tiny  ones  —  serve  us 
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well.  In  a  world  of  human  beings,  not  everyone  will 
be  a  St.  Francis.  And  even  the  best  of  us  will  at  times 
fail  to  meet  our  own  highest  standards.  ( Politics,  as 
an  alternative,  does  not  always  bring  out  the  best  in 
mankind. )  The  processes  of  competition  in  the  mar- 
ket place,  day  in  and  day  out,  serve  to  correct  what 
falls  short  of  the  attainable.  And  through  the  market 
we  reward  those  who  do  well. 

If  a  tax  change  favors  -  or  reduces  obstacles  to  - 
business,  then  the  improvement  goes  to  people.  The 
bigger  the  corporation,  the  larger  the  number  of 
workers,  consumers,  and  owners  benefited  —  or  hurt 
—  when  its  taxes  are  changed. 

Criticisms  of  business  sometimes  seem  to  be  in- 
creasingly fashionable.  Yet  rising  demands  press 
companies  to  do  more  on  many  fronts  —  to  add  new 
products  and  improve  old  ones,  reduce  pollution, 
spend  more  on  pensions  and  safety  procedures,  sup- 
ply goods  and  services  at  acceptable  prices,  develop 
new  sources  of  energy,  and  so  on. 

Taxes  on  Corporations  No  Help  in 
Rewarding  Suppliers  of  Capital 

Taxes  on  businesses  cannot  help  them  in  meeting 
our  desires  for  jobs  and  income  and  goods  and  serv- 
ices. Taxes  on  corporations  do  not  help  in  rewarding 
the  suppliers  of  capital  nor  in  making  for  economic 
progress.  Taxes  can  hurt.  We  and  our  children  will 
be  able  to  live  better  -  the  whole  economy  can  pro- 
duce more  and  more  efficiently  -  if  businesses  are 
not  hampered  by  high  tax  rates.  We  can  have  better 
jobs  and  more  of  them,  expect  more  in  product  and 
service  innovation,  and  bear  with  less  distress  the 
taxes  to  pay  for  government,  all  these  and  more  if 
business  firms  face  low  instead  of  high  taxes. 

All  companies  pay  social  insurance  taxes  —  for  re- 
tirement, disability,  medicare,  and  unemployment. 
( If  Americans  want  more  employment,  does  it  make 
sense  to  impose  taxes  on  the  employer  for  paying 
wages? )  These  taxes  have  been  going  up.  Employers 
paid  an  average  per  employee  in  1975  of  around 
$550;  the  1965  figure  adjusted  to  1975  prices  was 
about  $300. 

Today's  48  percent  rate  on  so  much  of  corporate 
earnings  is  more  than  three  times  the  generally  pre- 
vailing rate  before  1940.  State  taxes  are  also  higher 
and  more  numerous.  The  earnings  of  many  unin- 
corporated businesses  are  also  taxed  heavily. 

Moreover,  inflation  has  increased  the  effective 
burdens  by  forcing  businesses  to  include  "phantom 
profits"  in  taxable  income.  Treasury  Secretary  Simon 
testifying  before  the  Senate  Committee  on  Finance 
(March  5,  1975)  said,  "Nonfinancial  corporations 
reported  profits  after  taxes  in  1974  of  $65.5  billion  as 


compared  to  $38.2  billion  in  1965,  an  apparent  71 
percent  increase.  But  when  depreciation  is  calcu- 
lated on  a  basis  that  provides  a  more  reaUstic  ac- 
counting for  the  current  value  of  the  capital  used 
in  production  and  when  the  effect  of  inflation  on 
inventory  values  is  eliminated,  after-tax  profits  ac- 
tually declined  by  50  percent  from  $37.0  bilHon  in 
1965  to  $20.6  billion  in  1974. 

"A  major  factor  contributing  to  this  decline  is  that 
income  taxes  were  payable  on  these  fictitious  ele- 
ments of  profits.  That  resulted  in  a  rise  in  the  effec- 
tive tax  rate  on  true  profits  from  about  43  percent  in 
1965  to  69  percent  in  1974."  In  real  terms  the  undis- 
tributed profit  of  nonfinancial  corporations  in  1974 
plus  depreciation  "was  not  nearly  enough  even  to 
replace  existing  capacity.  .  .  ." 

Traditionally  the  economy  relies  heavily  on  after- 
tax earnings  kept  in  businesses  as  a  major  source  of 
equity  capital.  Such  funds  will  themselves  finance 
highly  productive  expansions;  and  they  are  vital  to 
support  new  debt  for  expansion. 

Discussions  of  tax  policy  that  treat  corporations  as 
different  from  people  put  thinking  on  the  wrong 
track.  Somehow,  it  is  implied,  the  costs  of  govern- 
ment as  collected  from  corporations  rest  on  non- 
human  entities.  Not  possible!  Voters  cannot  escape 
the  problems  of  taxing  human  beings  by  requiring  a 
corporate  treasurer  to  send  checks  to  the  Treasury. 

Taxes  do  more  than  take  money.  They  influence 
the  way  a  company  finances  itself  and  operates. 
Space  limits,  however,  prevent  discussion  of  the 
ways  in  which  high  tax  rates  can  divert  businesses 
from  those  methods  which  would  be  the  best  o^ 
grounds  of  inherent  economic  productivity  to  those 
which  become  most  attractive  in  light  of  tax  factors. 

Our  ability  to  improve  the  quality  of  life  will  be 
greater,  the  larger  the  real  incomes  we  produce. 
Corporations  large  and  small  are  agencies  on  which 
we  must  rely  for  income  for  ourselves  and  to  reduce 
poverty,  clean  up  the  environment,  pay  for  educa- 
tion, improve  health  services,  finance  art  and  science, 
reduce  the  deficits  of  the  worthy  nonprofit  organiza- 
tions from  whom  we  get  moving  appeals  daily,  and 
so  on.  Corporation  taxes  can  work  against  us,  not 
only  in  our  hopes  for  our  own  better  living  but  also 
in  our  aspirations  for  others. 

The  guidelines  for  tax  reform  should  recognize 
that  Americans  will  do  best  in  building  for  the  eco- 
nomic future  by  creating  a  framework  in  which  com- 
petitive enterprise  can  operate  and  expand  and  be- 
come more  efficient.  For  that.  Congress  (and  state 
legislatures  and  city  councils)  should  reduce  the 
obstacles  to  capital  accumulation  and  lower  the  tax 
rates  on  business. 
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STATEMENT  OF  HON.  ROMAN  L.  HRUSKA,  A  U.S.  SENATOR  PROM 
THE  STATE  OF  NEBRASKA 

Senator  Hruska.  Mr.  Chairman,  I  shall  read  a  page  or  two  of  my 
statement,  and  then,  with  your  kind  permission  submit  the  rest  of  it 
for  inclusion  in  the  record. 

As  a  cosponsor  of  Senate  Joint  Resolution  55,  I  appreciate  this 
opportunity  to  testify  in  its  support. 

First,  may  I  commend  my  distinguished  colleague  and  fellow  Ne- 
braskan  for  his  persistence  and  leadership  in  keeping  this  question 
before  the  Congress  and  the  American  people. 

In  his  testimony  on  September  23,  Senator  Curtis  recounted  the 
25-year  struggle  to  write  a  constitutional  amendment  which  would 
mandate  a  pay-as-you-go  policy  for  the  Federal  Government.  He 
recalled  the  labors  of  such  stalwart  guardians  of  the  public  purse  as 
the  late  Harry  Byrd,  Sr.,  of  Virginia,  and  the  late  Styles  Bridges  of 
New  Hampshire,  both  very  distinguished  Members  of  the  Senate  in 
their  time.  Also  noted  was  the  contribution  of  former  Senator  John 
Williams  of  Delaware  to  the  automatic  surtax  proposal. 

Senator  Curtis,  however,  did  not  mention  his  own  excellent  cre- 
dentials for  dealing  with  this  question.  His  congressional  service  spans 
35  continuous  years.  For  10  years  he  served  on  the  House  Ways  and 
Means  Committee,  and  since  1961  he  has  served  on  the  Senate  Finance 
Committee  where  he  is  now  ranking  minority  member.  He  was  selected 
in  1971  for  membership  on  the  Joint  Committee  on  Internal  Revenue 
Taxation.  And  in  1972  and  1973  Senator  Curtis  and  I  served  together 
on  the  Joint  Study  Committee  for  the  Budget  Control  Act,  which 
laid  the  foundations  for  the  Budget  Reform  Act  of  1974. 

This  quarter  of  a  century  effort  to  mandate  a  balanced  Federal 
budget  through  a  constitutional  amendment  has  not  been  a  trivial 
exercise.  It  has  commanded  the  talents  and  the  energies  of  Senators 
with  long  experience  and  proven  competent  in  Government  finance. 
Until  recently,  they  waged  a  lonely  struggle  against  the  economic 
fashions  of  the  past  four  decades. 

Now  that  our  present  economic  difficulties  have  exposed  the  falla- 
cies of  "fine  tuning"  and  deficit  financing,  the  balanced-budget  pro- 
posal is  receiving  the  wide  and  favorable  comment  it  deserves. 

Mr,  Chairman,  my  remarks  first  review  why  today's  inflation  and 
recession,  both  largely  attributed  to  deficit  financing,  demand  budget 
balancing  if  we  are  to  achieve  economic  stability.  Next  my  remarks 
comment  on  the  recommendations  made  in  1973  by  the  Joint  Study 
Committee  on  Budget  Control  and  the  implications  of  their  not  being 
incorporated  into  the  Budget  Reform  Act  of  1974.  In  my  judgment, 
the  failure  of  Congress  to  include  an  automatic  tax  surcharge  provi- 
sion in  that  1974  act  jeopardizes  the  intended  reforms. 

Finally,  my  remarks  review  State  government  concerns  with  Fed- 
eral deficit  financing.  A  coi^stitutional  amendment  requires  ratification 
by  three-fourths  of  the  50  States.  All  State  governments  now  operate 
on  pay  as  you  go.  They  have  had  ample  e^'perience  in  living  within 
their  means  and  in  enduring  the  economic  burdens  of  Federal  deficit 
financing.  I  firmly  believe  that  Conjiress  is  obliged  to  give  the  States 
an  opportunity  to  weigh  the  constitutional  amendment  which  we  are 
now  discussing  and  which  is  intended  to  relieve  those  burdens. 
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I  thank  the  committee  for  this  opportunity  to  submit  my  statement. 
[The  prepared  statement  of  Senator  Roman  L.  Hruska  follows:] 

Testimony  By  James  R.  Evans  of  Glen  Ellyn,  III.,  Representing  the 
American  Conservative  Union  of  Washington,  D.C.  on  Senate  Joint 
Resolution   55 

My  name  is  James  R.  Evans.  I  reside  in  Glen  Ellyn,  Illinois.  I  am  here  today 
representing  tlie  more  than  80,000  members  of  the  American  Conservative 
Union  to  testify  on  behalf  of  Senate  Joint  Resolution  55,  (as  proposed  to  be 
modified). 

During  the  past  40  years,  while  the  population  of  the  United  States  has  grown 
approximately  75%,  the  cost  of  government  has  exploded  by  about  10,000%,  or 
135  times  the  population  growth  rate. 

Run  away  deficits,  ($187,000,000,000.00,  on  a  cash  basis,  since  1961)  created 
by  unrestrained  government  spending  is  destroying  the  life  blood  of  a  strong 
economy — ^namely  capital  formation  and  accumulation.  Capital  has  been  the 
heart  of  the  phenomenal  economic  growth  in  the  United  States  over  the  past  150 
years,  as  well  as  the  primary  creator  of  the  highest  standard  of  living  in  the 
world. 

Today,  a  man  can  leave  his  home  in  New  York  City  and  arrive  at  his  destina- 
tion in  San  Francisco  in  roughly  five  hours.  The  reason  he  can  do  so  is  that  he 
is  able  to  utilize  approximately  $10,000,000,000.00  in  capital  created  by  American 
business  and  invested  in  the  requirements  that  produce  the  taxicabs  he  used,  the 
super  highways  over  which  he  traveled,  the  extensive  airport  facilities,  a  747 
jumbo  jet.  and  all  the  accompanying  luxuries  that  go  with  it.  Two  hundred 
years  ago  it  took  the  same  man  approximately  200  extremely  uncomfortable  days 
to  go  from  New  York  to  San  Francisco,  and  involved  probably  $300.00  in  capital 
in  terms  of  his  constoga  wagon,  horses  and  allied  equipment. 

By  way  of  further  example,  there  is  no  job  that  can  be  done  manually  any 
faster  today  than  it  was  done  two  hundred  years  ago.  It  is  not  possible  for  a  man 
to  earn  more  than  a  dollar  or  two  an  hour  for  moving  earth  with  a  shovel,  but, 
if  someone  will  provide  the  capital  required  to  furnish  him  with  a  three-cubic 
yard  tractor,  he  can  then  earn  $10.00  to  $15.00  per  hour,  and  that  is  the  tap-root 
from  which  our  productivity  and  our  standard  of  living  emanates. 

Who  provides  the  capital  necessary  for  the  tractors,  the  machine  tools,  and 
the  other  sources  of  productivity,  jobs,  high  wages,  and  economic  stability? 

Most  of  it  is  derived  from  corporate  profits,  as  an  aside — those  much  maligned 
corporate  profits  become  simply  another  business  cost — the  cost  of  capital  with 
which  to  provide  tools  and  jobs.  Thus — capital  formation. 

Capitai  accumulat^ion  is  a  result  of  private  savings  and  enumerable  other 
interest  and  dividend  bearing  investments  created  from  the  salaries  and  incomes 
of  people  who  creatively  work  to  provide  goods  and  services.  These,  in  turn  pro- 
vide the  required  sources  for  business  borrowings  for  still  further  expansion. 

In  short,  while  the  untutored  continue  to  propose  various  forms  of  forced 
redistribution  of  the  economic  pie,  our  great  Free  Market  system  has  continued 
to  bake  bigger  and  bigger  pies,  which,  despite  reports  to  the  contrary,  allows  a 
most  productive  and  moral  distribution  to  take  care  of  itself  without  interference 
and  coercion. 

Gentlemen,  we  are  running  out  of  the  major  ingredient  in  our  synergistic 
economic  pie — namely  capital. 

Government  at  all  levels  now  consumes  between  35  to  45  percent  of  our 
personal  incomes  in  taxes,  while  the  ravages  of  inflation  created  by  deficit  spend- 
ing continue  to  rob  the  economy  of  its  vitality.  In  1974,  government  took  almost 
65  percent  of  the  available  credit,  and  during  the  coming  fiscal  year,  government 
borrowing  will  take  more  than  70  percent  of  the  capital  market,  all  of  which 
then  becomes  unavailable  to  business. 

To  demonstrate  even  more  graphically  the  staggering  nature  of  this  problem, 
I  refer  to  a  consolidated  balance  sheet  for  the  United  States  government  for 
the  fiscal  year  ending  June  30,  1974  prepared  by  Arthur  Anderson  and  Company. 
If  the  government  used  accrual  accounting  methods,  as  most  of  American  busi- 
ness does,  the  reported  $3,500,000,000  deficit  for  fiscal  1974  becomes  a  more 
realistic  $95,000,000,000  deficit — or  3  times  larger  than  that  reported  by  the 
government.  The  Arthur  Anderson  balance  sheet  then  reflects  total  liabilities 
of  over  one  trillion  dollars,  and  an  accumulated  deficit  of  eight  hundred  twelve 
billion  dollars.  Gentlemen,  that  is  bankruptcy  by  any  definition. 
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A  Constitutional  Amendment  such  as  tliat  proposed  by  Senator  Carl  Curtis  of 
Nebraska  is  not  only  essential,  but  urgent.  Unless  we  act  quickly,  even  three  digit 
inflation  is  possible,  and  with  it,  the  final  destruction  of  the  most  productive 
economic  system  the  world  has  ever  known. 

Testimony  by  U.S.  Senator  Roman  L.  Hruska  of  Nebraska 

Mr.  Chairman,  as  a  cosponsor  of  S.J.  Res.  55,  I  appreciate  this  opportunity  to 
testify  in  its  support. 

First,  may  I  commend  my  distinguished  colleague  and  fellow  Nebraskan,  Sen- 
ator Curtis,  for  his  persistence  and  leadership  in  keeping  this  question  before 
Congress  and  the  American  people. 

In  his  testimony  on  September  23,  Senator  Curtis  recounted  the  25-year  strug- 
gle to  write  a  constitutional  amendment  which  would  mandate  a  pay-as-you-go 
policy  for  the  federal  government.  He  recalled  the  labors  of  such  stalwart 
guardians  of  the  public  purse  as  the  late  Senator  Harry  Byrd,  Sr.,  of  Virginia 
and  the  late  Senator  Styles  Bridges  of  New  Hampshire.  Also  noted  was  the  con- 
tributiom  of  former  Senator  John  Williams  of  Delaware  to  the  automatic  surtax 
proposal. 

Senator  Curtis  did  not  mention  his  own  excellent  credentials  for  dealing  with 
this  question.  His  congressional  service  spans  35  continuous  years.  For  10  years 
he  served  on  the  House  Ways  and  Means  Committee,  and  since  1961  he  has  served 
on  the  Senate  Finance  Committee  where  he  is  now  the  ranking  Minority  member. 
He  was  selected  in  1971  for  membership  on  the  Joint  Committee  on  Internal 
Revenue  Taxation.  In  1972  and  1973  Senator  Curtis  and  I  served  together  on  the 
Joint  Study  Committee  on  Budget  Control  which  laid  the  foundations  for  the 
Budget  Reform  Act  of  1974. 

This  quarter  of  a  century  effort  to  maindate  a  balanced  federal  budget  through 
a  constitutional  amendment  has  not  been  a  trivial  exercise.  It  has  commanded 
the  talents  and  energies  of  Senators  with  long  experience  amd  proven  competence 
in  government  finance.  Until  recently  they  waged  a  lonely  struggle  against  the 
economic  fashions  of  the  past  four  decades.  Now  that  our  present  economic  diffi- 
culties have  exposed  the  fallacies  of  "fine  tuning"  and  deficit  financing,  the  bal- 
anced budget  proposal  is  receiving  the  wide  and  favorable  comment  it  deserves. 
This  recognition  is  long  overdue  and  well-merited.  It  may  also  be  said  that  the 
movement  toward  a  balanced  budget  is  a  return  to  fiscal  practices  that  had  served 
our  nation  well  until  the  third  decade  of  this  century. 

Mr.  Chairman,  my  remarks  first  review  why  today's  inflation  and  recession, 
both  largely  attributed  to  deficit  financing,  demand  budget  balancing  if  we  are 
to  achieve  economic  stability.  For  years  I  have  been  among  those  Members  of 
Congress  who  have  stressed  the  perils  of  deficit  financing.  Recent  events  have 
proved  the  dangers  real.  These  dangers  have  never  been  purely  economic  or 
fiscal  in  character.  The  struggle  has  been  much  more  basic.  A  free  society  whose 
institutions  bear  witness  to  the  spirit  of  ordered  liberty  has  been  threatened  for 
four  decades  by  the  drift  toward  a  regimented  state  dominated  by  central  plan- 
ning and  direction. 

Next  my  remarks  comment  on  recommendations  made  in  1973  by  the  Joint 
Study  Committee  on  Budget  Control,  and  the  implementations  of  their  not  being 
incorporated  into  the  Budget  Reform  Act  of  1974.  In  my  judgment,  the  failure  of 
Congress  to  include  an  automatic  tax  surcharge  provision  in  the  1974  Act 
jeopardizes  the  intended  reforms. 

Finally,  my  remarks  review  state  government  concerns  with  federal  deficit 
financing.  A  constitutional  amendment  requires  ratification  by  three-fourths  of 
the  50  states.  All  state  governments  now  operate  on  pay-as-you-go.  They  have 
had  ample  experience  in  living  within  their  means  and  in  enduring  the  economic 
burdens  of  federal  deficit  financing.  I  believe  that  Congress  is  obliged  to  give  the 
states  an  opportunity  to  weigh  a  constitutional  amendment  intended  to  relieve 
those  burdens. 

THE    PRESENT    ECONOMIC    SITUATION    DEMANOS    A    RETURN    TO   A    BALANCED 

FEDERAL   BUDGET 

The  federal  srovernment  has  lost  control  of  its  budget.  Uow  estimates  of  the 
Fiscal  Year  1976  deficit  now  run  into  the  seventy  billion  dollar  range. 

The  recent  brave  talk  of  economists  about  "fine-tuning"  the  ecomomy  has 
proved  completely  illusory.  Instead  of  spending  and  taxing  to  promote  full  em- 
ployment with  stable  prices,  the  federal  government  has  succumbed  to  the 
temptation  to  overspend.  The  result  has  been  serious  inflation.  Attempts  to  cure 
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the  inflation  have  resulted  in  unemployment.  This  has  led  the  government  to 
adopt  several  "stop-go"  policies  which  have  had  serious  economic  consequences. 

There  are,  of  course,  many  steps  between  the  original  cause  of  overspending 
and  the  ultimate  result  of  unemployment.  But,  if  the  federal  government  had 
not  overspent  for  the  past  several  years,  we  would  not  now  be  suffering  both 
inflation  and  recession.  Deficit  finance  clearly  has  produced  economic  instabihty. 

The  federal  government  is  not  the  cure  for  our  present  economic  problems ;  it 
is  the  cause  of  these  problems.  If  the  private  sector  had  produced  the  worst  re- 
cession since  the  Great  Depression,  many  would  be  concluding  that  capitalism 
inevitably  leads  to  unemployment.  Now  that  government  has  caused  the  worst 
recession  since  the  Great  Depression,  few  are  drawing  the  conclusion  that  gov- 
ernment action  increases  economic  instability.  I  believe  that  this  conclusion  is 
entirely  justified. 

Economists  thought  government  would  be  able  to  raise  taxes  or  lower  spending 
according  to  the  demands  of  their  theoretical  models.  The  economists  forget  that 
politics  is  even  more  an  art  than  economics.  To  their  distress  government  has  been 
unable  to  play  the  role  of  sober  economic  judge  envisioned  by  the  advocates  of 
deficit  finance.  Nor  will  government  be  able  to  assume  this  role  merely  by  replac- 
ing the  current  set  of  elected  officials.  So  long  as  politicians  respond  to  their  con- 
stitufc-nts,  and  so  long  as  human  nature  remains  as  we  know  it,  government  will  be 
disposed  to  overspend.  We  need  a  more  fundamental  remedy  if  government  is  to 
exercise  fiscal  restraint. 

A  constitutional  amendment,  as  proposed  in  S.J.  Res.  55,  to  require  the  federal 
government  to  balance  its  budget,  would  provide  the  needed  discipline.  With 
the  amendment  in  place  elected  officials  would  have  no  choice  but  to  point  out  that 
taxes  must  accompany  increases  in  government  services.  To  do  so  will  be  pain- 
ful for  elected  officials.  We  naturally  dislike  being  bearers  of  bad  news. 

It  behooves  all  elected  officials  to  come  to  grips  with  the  economic  fact  of  life 
that,  if  government  continually  spends  more  than  it  takes  in,  the  differences  must 
be  made  up  by  other  sectors  of  the  economy.  The  deficit  must  be  paid.  As  the  old 
saying  goes  :  There  is  no  free  lunch. 

In  a  more  optimistic  era,  economists  believed  that  the  deficit  would  spur  the 
economy  to  further  production,  and  could  then  be  paid  out  of  the  extra  produc- 
tion. This  may  not  be  exactly  the  same  thing  as  getting  something  for  nothing 
but  it  comes  close.  The  experience  of  the  past  .several  years  shows  that  deficit 
spending  leads  finally  to  less  production,  not  more.  If  there  is  no  additional  out- 
put, then  the  deficit  is  being  paid  through  other  means. 

When  the  government  runs  a  deficit,  it  must  either  print  more  money  or  sell 
bonds.  We  have  been  doing  both  on  a  massive  scale.  Each  method  exacts  a  heavy 
price. 

Adding  to  the  money  supply  fuels  inflation  directly.  Inflation  is  far  more  bur- 
densome than  a  straightforward  tax  because  consumers  and  businessmen  cannot 
efficiently  plan  for  the  future.  They  do  not  know  how  big  the  bite  is  going  to  be. 

Wlien  tlie  government  sells  bonds,  interest  rates  rise.  Private  investment  in 
capital  equipment  falls.  Jobs  are  lost. 

As  we  know,  deficit  finance  creates  the  illusion  that  government  programs  do 
not  have  to  be  paid  for.  Because  the  programs  must  be  paid  for  at  least  indirectly, 
it  would  be  far  better  to  know  the  price  tags  in  advance.  A  mandatory  balanced 
federal  budget  will  force  the  cost  of  government  out  into  the  open.  The  cost  will 
not  be  disguised  Itehind  inflation,  fewer  jobs,  higher  interest  rates  and  recession. 

Consumers  are  much  better  shoppers  when  they  have  accurate  price  informa- 
tion. With  a  mandatory  l)alanced  budget  supporters  of  government  programs  will 
have  to  justify  the  true  costs  to  the  voters.  This  probably  will  make  it  more  diffi- 
cult to  enact  new  spending  programs,  a  most  desirable  result  in  my  judgment. 
Public  funds  should  not  be  spent  for  programs  which  do  not  promise  to  return 
full  value  to  the  taxpayer. 

Requiring  a  balanced  budget  also  will  compel  us  to  admit  that  explicit  govern- 
ment fiscal  policy  promotes  rather  than  cures  economic  instability.  For  many  this 
admission  will  be  difficult.  Entire  careers  have  been  dedicated  during  the  past 
forty-odd  years  in  the  attempt  to  prove  that  government  can  be  our  economic 
savior.  Our  unfortunate  experiences  in  recent  years  show  clearly  that  it  cannot. 

These  considerations  leave  us  with  only  two  choices.  First,  we  can  rely  increas- 
ingly on  government  intervention  in  the  marketplace.  It  can  be  argued  that  gov- 
ernment economic  policy  has  failed  in  the  past  Iiecnuse  government  was  too  timid 
fi nri  ftmt  imw  ni'trp  forceful  action  is  required.  This  will  lead.  I  believe,  to  total 
regimentation  of  our  societv. 
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We  cannot  increasingly  regulate  our  economic  system  without  drastically  re- 
ducing personal  freedom.  Free  expression  in  the  marketplace  is  basic  to  liberty. 
Except  in  time  of  emergency  deficit  finance  restricts  liberty  because  it  is  unwar- 
ranted government  interference  in  our  economic  lives.  It  leads  inevitably  to  gov- 
ernment controls  through  attempts  to  check  the  destabilizing  effects  of  the  defi- 
cit. We  have  seen  several  turns  of  this  vicious  cycle  over  the  past  few  years.  It  is 
obvious  that  the  process  is  accelerating.  Deficits  are  increasing  and  personal 
freedoms  are  diminishing,  both  at  rapid  rates. 

The  second  choice  is  to  reduce  government  interference  in  our  economy.  A  bal- 
anced federal  budget  is  an  essential  step  if  this  choice  is  to  succeed.  Without  a 
mandatory  balanced  budget  we  will  be  unable  to  end  budget  deficits  and  all  of 
their  adverse  consequences,  not  even  in  those  years  when  the  economists'  models 
say  we  should. 

A  balanced  budget  will  require  us  to  face  hard  choices  on  goals  and  priorities. 
Most  of  us  would  prefer  to  avoid  these  choices.  But  deficit  finance  has  brought  us 
to  a  point  where  we  can  no  longer  avoid  the  choices.  To  bring  spending  and  reve- 
nues into  balance,  we  may  have  to  give  up  some  government  programs.  Certainly 
we  will  have  to  reduce  the  scale  or  greatly  improve  the  efficiency  of  many  pro- 
grams. We  also  must  be  willing  to  live  with  the  risks  of  a  market  economy.  There 
will  be  losers  as  well  as  winners  in  the  marketplace. 

The  real  choice.  I  submit,  is  not  in  the  first  instance  between  a  balanced  budget 
and  deficit  finance.  The  primary  choice  is  between  liberty  with  its  accompanying 
risks  and  uncertainties,  and  the  dull  regimented  national  state  in  which  the  in- 
dividual loses  his  freedom  of  choice  and  becomes  a  pawn  in  the  hands  of  economic 
social  planners. 

LESSONS    LEARNED    FROM    THE    BUDGET    REFORM    EFFORT 

The  experience  of  the  Joint  Study  Committee  on  Budget  Control  is  instructive 
for  dealing  with  the  question  of  a  constitutional  amendment  to  mandate  a  bal- 
anced budget. 

I  should  make  celar  that  the  Joint  Committee  was  limited  in  addressing  the 
question  of  deficit  financing.  Its  charter  called  for  proposing  procedures  for  "im- 
proving congressional  control  over  budgetary  outlay  and  receipt  totals."  We  were 
not  charged  with  taking  up  such  a  fundamental  reform  as  a  constitutional  amend- 
ment. Our  labors  were  bounded  by  what  could  be  achieved  through  statutes  and 
changes  in  the  rules  of  the  two  Houses  of  Congress. 

The  Joint  Committee  thoroughly  explored  all  aspects  of  budgeting  and  revenue 
raising.  Historical  trends  in  budgeting  as  well  as  the  recent  impact  of  so-called 
"back  door  spending"  and  "uncontrollables"  were  analyzed  and  evaluated.  On  the 
revenue  side,  the  origins  and  possible  consequences  of  recent  deficit  financing 
trends  were  carefully  examined. 

The  Joint  Committee  was  acutely  conscious  of  the  rapid  growth  in  the  sizp  of 
the  federal  deficit.  The  deficit  for  Fiscal  Year  1973.  for  example,  was  estimated 
at  a  then  terrifying  $25  billion,  or  about  one-third  of  the  deficit  we  expect  to  incur 
in  the  present  Fiscal  Year. 

Numerous  recommendations  were  made  to  assure  a  careful  weighing  of  outlays 
and  tax  receipts.  The  Committee  wanted  Congress  to  know  clearly  when  it  was 
heading  toward  a  deficit  and  how  that  deficit  was  being  generated. 

Many  committee  recommendations  were  incorporated  into  the  Budget  Reform 
Act.  I  believe  that  most  Members  of  Congress  will  agree  that  the  effort  Ifist  spring 
to  pnss  the  First  Concurrent  Resolution  on  the  Budget  and  the  subsequent  score- 
keeping  efforts  have  kept  broad  budget  and  revenue  factors  in  sharp  focus. 

I  am  very  much  distressed,  though,  with  bow  the  concurrent  resolution  p-ocess 
seems  to  have  enabled  Congress  to  live  comfortably  with  a  deficit  target  of  $68.6 
billion.  I  flense  that  our  goal  may  no  longer  be  a  balanced  budget  or  even  a  reduced 
deficit.  At  times  we  seem  pleased  just  to  hold  the  line.  For  this  Senator  it  would 
be  the  height  nf  irony  if.  in  pursuit  of  budget  reform,  we  should  make  a  virtue  of 
holding  to  a  deficit  level  of  .$68.6  billion. 

This  possibility  has  led  me  to  conclude  that  the  Joint  Committee  suffered  a 
severe  defeat  when  Congress  failed  to  accept  its  recommendations  for  an  auto- 
matic tax  surcharge.  In  the  form  proposed  by  the  Joint  Committee,  the  surcharge 
would  have  bpen  applied  automatically  if  congressional  actions  resulted  in  the 
deficit's  exceeding  the  level  established  in  the  final  Concurrent  Resolution  on  the 
Budget.  The  Budget  reform  bill  introduced  by  Senator  McClellan  of  Arkansas  as 
S.  1641  on  April  18.  1973.  and  which  I  was  privilesed  to  cosponsor.  incorporated 
the  Joint  Studv  Committee's  recommendation.  It  was  not  included  in  the  version 
of  the  bill  signed  into  law  on  July  12,  1974. 
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It  may  be  suggested  that  I  am  demanding  more  of  the  Budget  Reform  Act 
than  is  necessary  to  control  the  deficit.  The  Reform  Act  does  impose  requirements 
on  the  Congress  to  malce  explicit  decisions  on  the  size  of  the  deficit  to  outlay 
and  revenue  targets.  On  the  other  hand,  I  am  convinced  that  a  mandatory  re- 
quirement to  increase  taxes  if  the  deficit  target  proves  low,  would  have  imposed 
a  much  stronger  discipline  on  spending  than  the  present  arrangements.  Such  a 
requirement  could  have  been  qualified  by  "emergency"  provisions  similar  to 
those  included  in  S.J.  Res.  55.  Congress  still  has  to  face  up  to  the  question  of 
what  to  do  if  the  deficit  target  in  the  Second  Concurrent  Resolution  is  exceeded 
by  certain  entitlement  programs  in  the  so-called  "uncontrollable"  category. 

In  any  event,  in  1974  Congress  rejected  an  opportunity  to  impose  a  mandatory 
tax  surcharge  to  balance  spending  and  revenues  at  the  margin  of  the  agreed 
deficit  target.  I  do  not  believe  the  Congress  is  likely  in  the  foreseeable  future  to 
imixise  upon  itself  even  that  limited  requirement.  We  may,  I  fear,  go  through  the 
exercise  of  establishing  a  deficit  target  in  good  faith,  only  to  shrink  from  the 
necessary  taxing  or  spending  reduction  actions  if  the  deficit  level  is  exceeded. 
The  line' of  least  resistance  will  be  to  increase  the  deficit. 

If  Congress  will  not  take  even  the  limited  balancing  step  recommended  by  the 
Joint  Study  Committee,  can  we  expect  it  to  impose  by  statute  a  requirement  to 
balance  the  budget?  Nor,  in  my  judgment,  are  the  federal  courts  likely  to  mandate 
budget  balancing,  assuming  that  a  case  could  be  presented  on  that  issue. 

Our  experience  with  the  Budget  Reform  Act  affirms  that  the  constitutional 
amendment  route,  drastic  as  it  may  seem  at  first  glance,  is  the  only  realistic 
course  for  mandating  a  balanced  federal  budget.  It  is  a  course  that  would 
permit  the  Congress  to  decide  only  on  referring  the  question  for  ratification. 
The  ultimate  power  of  decision  would  rest  with  the  states. 

THE  STATES  AND  FEDERAL  DEFICITS 

State  and  local  governments  have  experienced  spectacular  growth  in  the  last 
two  decades : 

From  1952  to  1972  State  and  local  expenditures  increased  by  550  percent, 
from  $25.2  billion  to  $164  billion. 

During  the  same  i>eriod  State  and  local  government  debt  rose  by  $145 
billion,  despite  the  fact  that  all  of  the  States  now  require  "balanced  budgets." 
Federal  stimulation  has  been  a  major  cause  of  these  increases  in  State  budgets 
and  State  debts.  This  stimulation  has  been  facilitated  by  the  ease  with  which 
the  Federal  Government  has  incurred  deficits  to  finance  new  grant-in-aid  pro- 
grams. The  federal  government  has  not  been  constrained  by  the  need  to  raise 
taxes  to  launch  new  program  ventures. 

We  have  witnessed  a  dramatic  growth  in  Federal  Assistance  to  State  and 
local  governments : 

From  $3  billion  in  1955  to  some  $52  billion  in  1975  ; 

From  less  than  100  grant-in-aid  programs  in  1955  to  more  than  1,000  in 
1975; 

From  18.4  percent  of  state  and  local  expenditures  in  1965  to  32.4  percent 
in  1974. 
Federal  grant-in-aid  programs,  at  levels  made  possible  only  by  Federal  deficits, 
currently  represent  on  the  average  30  percent  of  State  budgets.  Because  many 
of  these  programs  require  State  matching  funds,  State  budgets  and  State  taxes 
steadily  increase.  And  because  the  .states  cannot  finance  related  capital  expan- 
sion projects  from  current  receipts,  their  debts  increase  as  well.  The  situations 
facing  New  York  City  and  New  York  State  illustrate  clearly  the  cumulative 
impact  of  years  of  excessive  federal  stimulation  on  state  and  municipal  budgets. 
Heavy  federal  financial  stimulation  has  had  other  more  si>ecific  implications 
for  the  states. 

Federal  grant-in-aid  programs  still  largely  tend  to  serve  narrow  categorical 
purposes  despite  our  progress  toward  block  grants  and  revenue  sharing.  To 
provide  matching  funds,  the  states  often  must  spend  dollars  to  satisfy  needs 
which  are  relatively  low  in  their  priorities.  It  is  hard  for  a  governor  to  propose 
to  his  citizens  that  the  state  should  reject  a  large  federal  grant  because  it  may 
require  inefficient  state  spending. 

The  ease  with  which  the  federal  government  can  generate  expenditures  does 
not  encourage  long  range  planning.  Federal  funds  often  are  imposed  quickly  upon 
the  states  without  adequate  recognition  of  the  time  that  the  states  need  to  plan 
for  the  financing  of  their  matching  expenditures.  A  requirement  to  balance  the 


61-823  O  -  76 


126 

federal  budget  would  greatly  restrain  this  federal  tendency,  and  make  federal 
officials  much  more  sensitive  to  the  kinds  of  financial  limitations  familiar  to 
state  governments. 

Maintenance  of  effort  requirements  in  federal  programs  have  enabled  the 
federal  government  to  lower  its  contributions  to  national  programs  while  the 
states,  to  continue  receiving  the  reduced  federal  funds,  must  increase  their 
expenditures  to  maintain  the  level  of  effort  of  the  preceding  fiscal  year.  In  a 
similar  vein,  the  federal  government  through  regulatory  or  statutory  actions 
will  alter  matching  ratios  for  grant  programs  and  thus  force  increased  expendi- 
tures by  the  states  even  in  the  absence  of  a  maintenance  of  effort  requirement. 
Again,  the  federal  government  has  become  insensitive  to  the  need  to  weigh  care- 
fully the  relationships  between  revenues  and  expenditures. 

The  states  have  not  remained  silent  in  the  face  of  these  federal  practices  which 
can  be  traced  directly  to  deficit  financing. 

Idaho  memorialized  the  Congress  on  behalf  of  deficit  limits  in  1963  as  did 
Oklahoma  in  1974.  This  year  Arkansas,  Mississippi  and  Virginia  presented 
memorials  to  prohibit  deficit  spending. 

The  National  Governors  Conference  reports  that  several  state  legislatures 
are  now  considering  memorials  on  behalf  of  a  balanced  federal  budget. 

State  Governors  and  State  legislators  are  beginning  to  act  in  concert  on  this 
question.  On  August  1,  1975,  the  Southern  Legislative  Conference  of  the  Council 
of  State  Governments  at  its  29th  meeting  at  Williamsburg,  Virginia,  adopted  this 
resolution : 

"The  Southern  Legislative  Conference  of  the  Council  of  State  Governments 
respectfully  petitions  the  members  of  the  Congress  of  the  United  States  to  take 
affirmative  action  and  place  before  the  states  a  Constitutional  amendment  which 
would  require  a  balanced  federal  budget  except  in  times  of  a  national  emergency, 
declared  by  the  President  and  concurred  in  by  Congress." 

On  September  15,  1975,  at  Atlanta,  Georgia,  the  Southern  Governors  Conference 
adopted  the  following  resolution  : 

"The  Southern  Governors  express  unified  and  deep  concern  over  the  adverse 
economic  impact  of  both  the  ever-growing  size  of  the  Federal  Budget  and  this 
nation's  chronic  pattern  of  deficit  spending. 

"It  has  become  increasingly  clear  to  all  that : 

"First  .  .  .  large,  growing,  and  continual  deficits  not  only  encourage  inflation, 
but  are  one  of  the  major  causes  of  inflation. 

"Second  .  .  .  due  to  the  very  size  of  Federal  government  spending,  there  are 
insufficient  capital  resources  remaining  in  the  private  sector  to  insure  creation  of 
an  adequate  number  of  jobs  and  increase  the  productive  capacity  of  our  nation. 

"We  endorse  the  concept  of  a  federal  constitutional  amendment  requiring  a 
balancing  of  the  federal  budget  within  a  specific  multi-year  period,  providing  for 
a  temporary  susi^ension  during  war  or  national  economic  emergency,  with  such 
temporary  deficit  to  be  repaid  within  a  i)eriod  of  20  years,  and  providing  for  the 
granting  of  standing  to  any  state  to  bring  .suit  to  secure  compliance  with  the 
amendment. 

"We  also  recognize  that  the  states  must  bear  part  of  the  resiwnsibility  for 
creating  pressures  resulting  in  excessive  federal  spending,  and  we  pledge  our  best 
efforts  to  support  the  spirit  of  this  amendment  by  restraining  our  own  demands 
for  federal  spending." 

Mr.  Chairman,  the  facts  on  memorials  presented  to  Congress  and  the  texts 
of  the  two  resolutions  speak  for  themselves.  Will  Congress  respond?  Some  may 
say  that  we  should  wait  for  more  memorials  to  test  state  interest.  My  resixinse 
is  that  even  if  Congress  had  no  memorials  at  hand,  it  would  have  no  valid  reason 
for  not  referring  the  question  of  a  balanced  federal  budget  to  the  states.  Federal 
deficit  financing  threatens  the  stability  of  our  constitutional  system.  Tlie  in- 
tegrity of  our  fundamental  law  is  at  stake.  This  is  very  much  a  basic  and  proper 
concern  of  the  states. 

The  memorials  and  resolutions  received  merely  underscore  the  need  to  re- 
spond now  in  federal  terms.  I  do  not  believe  it  is  proper  for  Congress  to  address 
the  question  within  its  own  walls.  The  sovereign  states  are  speaking  out  and  a 
Congressional  response  is  imperative. 

Mr.  Chairman,  I  have  stated  by  conviction  that  Congress  will  not  imix)se  bal- 
anced federal  budgeting  by  statute.  I  am  akso  convinced  that  by  rejecting  that 
course.  Congress  is  obliged  to  refer  the  matter  to  the  states  in  the  form  of  a 
proposed  constitutional  amendment.  The  step  should  be  taken  now.  It  is  long 
overdue. 
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Senator  Thurmoxd.  Thank  you,  sir.  Do  you  have  any  questions, 
Senator  Curtis? 

Senator  Curtis.  Senator  Hruska,  you  have  served  a  long  time  in  the 
Appropriations  Committee  and  have  been  in  contact  with  Governoi's 
and  State  officials  and  have  served  in  a  capacity  of  importance  in 
local  government.  Is  it  true  that  the  spending  rate  in  Washington, 
the  number  of  programs  that  Congress  inaugurates  force  a  level  of 
spending  on  all  of  the  States  and  many  of  the  localities  that  they  must 
cope  with,  whether  they  particularly  choose  it  or  not?  Is  that  right? 

Senator  Hruska.  There  is  no  question  but  that  is  true.  It  is  a  long- 
time phenomenon  in  my  office,  and  I  am  sure  it  is  in  yours.  We  con- 
stantly receive  letters  from  State  legislators  saying  that  Federal  pro- 
grams are  a  decided  burden  upon  them.  Many  of  the  programs  have 
great  popular  appea]  and  yet  they  are  not  long  enduring.  They  are  not 
worth  the  money,  in  other  words.  But,  because  of  the  public  pressure, 
the  States  are  compelled  to  match  the  Federal  grants.  And  the  burdens 
upon  the  States  are  increasingly  great  and  indeed  most  frustrating. 

Senator  Curtis.  And  the  more  Federal  programs  that  call  for  some 
sort  of  matching  on  the  part  of  the  States,  the  less  the  Governors 
and  the  State  legislatures  will  have  to  say  about  their  own  budgets. 
Is  that  not  correct  ? 

Senator  Hruska.  Xo  question  about  it.  There  is  an  invasion  of  juris- 
diction from  outside  the  State  and  it  is  not  wholesome. 

Senator  Curtis.  From  your  long  experience  in  government,  do 
you  have  an  opinion  on  this?  Suppose  our  States  did  not  have  con- 
stitutional restraints  against  going  in  debt,  would  they  be  as  free  from 
debt  today  as  they  are  ? 

Senator  Hruska.  They  would  not.  I  fear  they  would  be  in  the  same 
predicament  we  are,  except  that  the  penalties  there  are  greater  and 
more  immediate  because  the  States  would  then  find  it  impossible  to 
market  their  bonds.  And  goodness  only  knows  what  the  ultimate  re- 
sult would  be  if  it  were  not  for  the  constitutional  restraints  presently 
governing. 

Senator  Curtis.  That  is  all,  Mr.  Chairman. 

Senator  Thurmond.  Senator,  the  recent  crisis  in  New  York  City, 
I  presume  fi'om  what  you  have  said,  would  be  an  example  of  what 
you  are  talking  about. 

Senator  Hruska.  It  is  generally  believed  to  be  true  and  I  subscribe 
to  that  view. 

Senator  Thurmoxd.  Do  you  feel  that  the  Federal  Government 
should  assume  any  responsibilities  of  the  States  or  the  cities  of  this 
Nation  when  those  cities  or  States  spend  more  than  their  income  ? 

Senator  Hruska.  Well,  that  is  a  question  which  involves  the  pos- 
sible aftermath.  Perhaps  a  good  case  could  be  made  for  a  city,  but 
we  have  many  cities.  The  Federal  Government  and  the  Republic  are 
great,  and  wealthy,  and  powerful.  But  they  are  not  so  all-encompass- 
ing in  their  resources  that  they  could  stand  the  strain  indefinitely  of 
enlarging  the  list  of  cities  and  States  which  would  call  upon  the 
National  Government  for  financial  relief. 

Senator  Thurmond.  There  is  no  provision  in  the  Constitution  of 
the  United  States  that  makes  the  Federal  Government  responsible 
though  for  assuming  the  obligations  of  the  States  or  any  local  com- 
munities, is  there  ? 
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Senator  Hruska.  Not  that  I  am  aware  of,  Mr.  Chairman. 

Senator  Tiifrmoxd.  And  nnless  thei-e  was  anthority  to  do  it  under 
the  Constitution,  they  would  not  have  the  right  to  do  it,  would  they? 

Senator  Hruska.  That  is  right. 

Senator  Thurmond.  Of  course,  I  realize  since  you  and  I  have 
been  here — I  have  been  here  21  years,  you  a  few  years  longer,  Sei^ator 
Curtis  still  longer — that  the  Congress  has  gone  into  so  many  fields 
of  activity  where  it  did  not  have  constitutional  autliority  that  maybe 
that  is  nothing  new.  But  that  is  one  of  the  troubles  that  we  are  in 
today.  Is  it  not  'i 

Senator  Hruska.  I  think  that  is  riglit. 

Senator  Thurmond.  I  want  to  congratulate  you  for  your  long  and 
distinguished  service  in  the  Senate  a)id  I  will  have  more  to  say  before 
you  leave  the  Senate  this  year,  but  ^  I'ust  want  to  say  that  your  de- 
parture is  going  to  be  a  great  loss  to  this  country.  And  we  regi-et  that 
you  have  seen  fit  to  retire  this  year. 

Thank  you  very  much  for  your  testimony. 

Senator  Hruska.  The  chairman  is  very  kind  and  I  thank  him. 

Senator  Thurmond.  Our  next  witness  is  Dr.  Roger  Freeman, 
Hoover  Institution,  Stanford  University,  Stanford,  Calif. 

Come  along.  Dr.  Freeman,  we  are  glad  to  have  you  with  us. 

STATEMENT  OF  ROGER  A.  FREEMAN,  SENIOR  FELLOW  EMERITUS, 
HOOVER  INSTITUTION  ON  WAR,  REVOLUTION,  AND  PEACE, 
STANFORD  UNIVERSITY,  STANFORD,  CALIF. 

Dr.  Freeman.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  members  of  the  committee,  I  am  Roger  A.  Freeman. 
I  am  senior  fellow  emeritus  of  the  Hoover  Institution  on  War,  Revolu- 
tion and  Peace  at  Stanford  University.  Any  opinions  I  may  express;, 
of  course,  are  my  own  and  should  ]iot  be  attributed  to  any  of  the  oi-ga- 
nizations  witli  which  I  am  or  was  connected. 

Senator  Thurmond.  Do  you  desire  to  read  your  statement  or  do 
you  want  to  just  put  it  in  the  record  in  full  and  then  comment  off  the 
cuff? 

Dr.  Freeman.  With  your  permission,  Mr.  Chairman,  I  would  like 
to  read  part  of  it  and  summarize  other  parts  of  it. 

Senator  Thurmond.  All  right. 

Dr.  Freeman.  Many  years  ago  the  citizens  of  most  States  placed 
strict  constitutional  restrictions  on  the  ability  of  their  elected  offi- 
cials— ^^Governors  and  legislators — to  incur  debt  on  behalf  of  their 
States.  As  a  rule  now,  the  State's  credit  can  be  committed  only  with 
the  approval  of  the  people  themselves,  voting  at  a  general  or  special 
election  on  a  specific  proposal  to  issue  bonds.  This  has  subjected  State 
borrowing  to  a  close  sci'utiny  by  the  taxpayers  and  has  restrained  it. 
But  it  has  not  prevented  it  nor  crippled  State  fiscal  capacity.  To  wit : 
State  indebtedness  has  grown  by  $36  billion  over  the  past  10  years. 

Federal  indebtedness  will  at  the  end  of  the  current  fiscal  year, 
total  nearly  $300  billion  more  than  it  did  10  yeai-s  earlier.  This  was 
possible  only  because  there  are  at  tliis  time  no  constitutional  restric- 
tions on  the  incurrence  of  debt  by  the  Fedei'al  Government.  Does  the 
extraordinary  and  unprecedented  jump  at  the  Federal  level,  compared 
with  only  a  "moderate  rise  at  the  State  level,  not  suggest  that  maybe 
the  American  people  put  the  muzzle  on  the  wrong  dog?  Does  it  further 
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suggest  that  the  time  may  have  come  to  fashion  a  muzzle  for  the  dog 
who  seems  to  need  such  restraint?  The  question  now  is,  if  you  pardon 
the  mixed  metaphors  and  species,  How  to  bell  the  cat. 

Some  close  observers  have  expressed  the  fear  that  a  continuation 
of  current  trends  in  the  public  debt  may  lead  to  Federal  bankruptcy. 
But,  there  is  really  no  reason  to  be  afraid.  The  Federal  Government 
cannot  go  bankrupt  because  it  can  always  print  all  the  money  it  needs 
to  meet  its  obligations  and  then  repay  its  creditors  in  dollars  that  are 
worth  but  a  fraction  of  the  dollars  it  borrowed  many  years  before. 
Some  may  take  a  dim  view  of  such  a  method  to  defraud  those  who 
entrusted  their  savings  to  the  Federal  Government.  Others  will  simply 
regard  this  as  clever  money  management. 

What  is  to  be  feared  is' not  Federal  bankruptcy  but  runaway  infla- 
tion. Ever-expanding  dehcit  spending  and  enlarged  money  supply  are 
bound  to  produce  inflation,  as  they  have  done  countless  times  in  a 
devastating  manner  over  the  past  1,000  years,  from  China  to  Latin 
America,  from  Persia  to  France  and  Germany.  And  when  the  money 
lost  most  or  all  of  its  value,  run-away  inflation  often  not  only  ruined 
a  country  economically,  but  led  to  social  unrest,  violent  upheaval, 
revolution  and  even  destruction  of  the  society.  More  than  any  other 
single  factor  it  was  the  German  superinflation  of  the  1920's  which 
broke  the  middle  class  and  killed  its  belief  in  the  justice  of  the  existing 
social  order  that  brought  Hitler  to  power. 

Inflation  is  not  that  rapid  in  the  United  States,  at  least  not  yet. 
But  it  is  progressive  like  pregnancy — there  is  just  no  such  thing  as  a 
little  pregnancy.  The  Consumers  Price  Index  rose  18  percent  between 
1955  and"  1965  but  it  jumped  to  70  percent  between  1965  and  1975. 
At  that  rate,  a  dollar  saved  today  will  lose  93  cents  over  the  next  50 
years.  Which  young  person  would  want  to  save  a  dollar  to  get  7 
cents  back  in  his  later  years? 

The  danger  of  runaway  inflation  in  the  United  States  was  widely 
regarded  to  be  minimal  or  nonexistent  during  the  late  1950's  and 
early  1960's  when  annual  price  rises  averaged  between  1  and  2  percent 
a  year.  Thus,  proposals  in  those  years  to  restrict  the  Federal  debt — 
advanced  by  the  sponsor  of  the  currently  pending  SJIi  55,  Senator 
Carl  T.  Curtis,  wdth  Senators  Styles  Bridges,  Harry  F.  Byrd,  and 
othei's — did  not  gain  sufficiently  broad  support  and  failed  of  adoption. 
The  doubling  of  the  Federal  debt  in  recent  years  has  revived  the  issue 
and  made  it  more  pertinent  and  urgent  than  ever.  Xo  one  has  belittled 
inflation  in  recent  years  or  derided  it  as  an  imaginai-y,  remote  or  minor 
danger. 

But  some  of  my  fellow  economists  have  been  and  still  are  saying 
that  budgetary  deficits  and  growth  in  the  Federal  debt  are  not  respon- 
sible for  inflation  and  are  really  nothing  to  worry  about.  Some  even 
assert  that  current  deficits  are  not  big  enough  to  deal  effectively  with 
lagging  economic  growth  and  cure  unemployment.  Some  of  the  facts 
they  cite  are  these:  The  Federal  debt  has  grown  more  slowly  than  the 
gross  national  product,  the  GNP.  It  has  declined  as  a  percentage  of 
GNP  from  49.4  percent  in  1965  to  38  percent  at  the  end  of  the  current 
fiscal, year.  Federal  debt  equaled  129  percent  of  GNP  at  the  end  of 
World  War  II  and  the  economy  did  not  collapse.  INIoreover,  private 
debt,  individual  and  corporate,  not  only  totals  more  than  the  Federal 
debt,  but  also  has  grown  by  much  more. 
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There  are  so  many  things  wrong  with  these  statements  that  it  would 
take  a  sizeable  article  to  disprove  them.  The  most  impoilant:  The 
figure  commonly  shown  as  Federal  debt  is  only  the  debt  subject  to  the 
so-called  debt  ceiling  which  excludes  huge  obligations  of  the  Federal 
Government.  The  independent  debt  of  Federal  agencies,  such  as 
Export-Import  Bank.  TVA,  et  cetera,  totals  over  $11  billion.  The 
debt  of  Government-sponsored  enterprises,  such  as  FXMA.  Farm 
Credit  Administration.  Federal  Home  Loan  Bank  Board,  et  cetera, 
another  $88  billion;  loans  guaranteed  by  the  Federal  Government, 
FHA,  Veterans'  Administration,  Farmers  Home  Administration, 
GNMA,  et  cetera,  $2,37  billion. 

But  b}^  far  the  biggest  unfunded  liabilities  of  the  Federal  Govern- 
ment are  for  social  security  and  civil  service  and  railroad  retire- 
ment, veterans'  pensions,  et  cetera  which  are  estimated  to  total  over 
$3  trillion. 

Counting  all  Federal  commitments,  the  Federal  debt  is  substantially 
higher  than  the  private  debt  and  has  grown  faster.  What  is  particu- 
larly significant :  It  was  the  expansion  of  the  Federal  debt  and  result- 
ing inflation  which  are  largely  responsible  for  the  steep  growth  in  the 
private  debt  in  recent  years. 

Some  of  my  fellow  economists  will  tell  you  that  Federal  deficits 
may  have  an  inflationary  impact  during  periods  of  rapid  economic 
expansion  when  there  may  be  a  strain  on  available  resources,  but  that 
they  are  decidedly  noninflationary  at  times  when  the  national  economy 
is  running  substantially  below  capacity  and  unemployment  is  high. 
That  in  fact,  they  say,  is  a  time  when  large  deficits  are  needed  to  com- 
pensate for  the  lag  in  the  private  economy  and  to  pi-ime  the  pump. 

The  theory  of  compensatory  fiscal  policy,  of  the  Government  lean- 
ing against  the  wind,  was  developed  in  the  19.30's  and  reached  its 
widest  acceptance  in  the  postwar  period.  The  Government,  it  is  said, 
should  balance  the  economy  not  its  budget.  The  trouble  is  that  in 
actual  practice  the  fiscal  policy  of  fine  tuning  turned  out  to  possess 
only  a  one-way  flexibility :  Huge  deficits  at  times  of.  economic  slack 
but  no  surpluses  during  periods  of  rapid  growth.  The  past  15  years 
include  14  yeai-s  Avith  a  deficit,  only  one.  due  to  special  circumstances, 
with  a  surplus. 

A  new  theory  was  developed  a  few  years  ago:  That  the  budget 
should  be  balanced  only  on  the  assumption  of  full  employment.  This 
was  called  a  more  sophisticated  fiscal  policy  than  actual  budget  bal- 
ance. In  truth,  it  is  pure  sophistry,  an  alibi  attempting  to  rationalize 
budgetai-y  deficits  in  a  pseudoscientific  way  and  make  them  respect- 
able. It  is  a  magician's  trick  to  have  deficits  disappear  from  vision, 
now  you  see  them,  now  you  don't. 

Congress  can  make  or  repeal  all  laws.  But  it  cannot  repeal  the  law 
of  supply  and  demand.  When  Congress  tried,  tlie  invisible  hand 
reached  out  and  dealt  the  economy  a  devastating  blow. 

Despite  farfetched  theories,  the  huge  Federal  deficits  of  tlie  late 
1960's  and  of  the  1970's  were  followed  bv  rap'd  inflation.  Then  the 
search  began  for  convenient  scapegoats :  The  venal  greed  of  big  cor- 
porations and  big  labor,  droupflit  and  floods,  the  .^rab  oil  sheikh's  and 
other  cartels,  and  many  others.  Some  of  these  factors  undoubtedly 
have  contributed  to  inflation.  Labor's  ability  with  governmental  sup- 
port to  exact  wage  boosts  in  excess  of  productivity  growth,  which 
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raised  labor's  share  from  67.8  percent  of  the  national  income  in  1955 
to  75.8  percent  in  1975 — first  half — have  pushed  up  costs  and  prices, 
besides  driving  unemployment  to  higher  levels. 

Contrary  claims  notwithstanding,  higher  profits  have  not  contrib- 
uted to  inflation,  as  is  evident  from  the  fact  that  proprietors'  and 
corporate  profits  dropped  from  26.7  percent  of  national  income  in 
1955  to  15.8  percent  in  1975 — first  half.  In  other  words,  the  share  of 
profits  is  40  percent  lower  than  their  share  20  years  ago.  Profits  have 
fallen  to  a  level  that  is  much  too  Ioav  to  attract  needed  capital.  This, 
in  conjunction  with  a  perverse  tax  policy  which  favors  consumption 
and  penalizes  capital  formation,  has  resulted  in  a  far  lower  rate  of 
investment  in  the  United  States  than  in  other  industrial  nations.  Be- 
cause job  creation  requires  huge  industrial  investments,  $25,000  to 
$50,000  per  job  and  more,  which  at  current  profit  levels  are  simply 
not  available  in  sufficient  magnitude,  unemployment  climbed  and  is 
considerably  higher  in  the  United  States  than  in  other  Western 
nations. 

By  its  huge  claims  for  money,  government  has  not  only  driven  up 
the  interest  rate  but  increasingly  crowded  out  private  demands  on  the 
capital  markets  in  recent  years.  The  Treasuiy  Department's  Bureau 
of  Debt  Analysis  released  some  figures  earlier  this  year  according  to 
which  the  Federal  Government  accounts  for  68  percent  of  the  capital 
markets  in  the  current  fiscal  year,  compared  with  a  mere  20  percent 
in  the  fiscal  yeai-s  1955-59.  All  government  borrowing,  combining 
Federal,  State,  and  local,  will  account  for  80  percent  of  the  capital 
markets  in  fiscal  year  1976.  This  does  not  necessarily  mean  that  the 
P^ederal  Government  will  actually  take  68  percent  of  the  available 
funds  and  private  borrowere  get  only  20  percent.  More  likely,  the 
Federal  Govennnent  will  cover  a  substantial  part  of  its  deficits  by 
monetizing  it,  that  is,  by  financing  it  through  the  Federal  Keserve  Sys- 
tem and  expanding  the  money  supply. 

Testifying  before  the  House  Budget  Committee  a  week  ago,  on 
September  29,  1975,  Treasury  Secretary  Simon  suggested  that  his 
Avarning  issued  earlier  in  the  year  had  been  borne  out  and  has  now  be- 
come a  reality :  Unprecedented  Government  borrowing  is  drawing 
away  funds  for  housing  and  business  investment  thus  weakening  the 
economic  system.  Treasury  note  sales  in  September  1975  produced  an 
interest  rate  of  8.44  percent,  a  much  higher  return  than  banks  or 
savings  institutions  can  offer.  With  a  budget  deficit  Avell  over  $70 
billion  in  the  current  fiscal  year,  and  estimated  to  run  between  $35 
and  $50  billion  and  maybe  more  in  fiscal  year  1977,  prospects  for  an 
easing  of  pressures  are  bleak. 

It  is  small  wonder  that  in  the  squeeze  between  a  tight  capital  market, 
higher  costs,  and  a  punitive  tax  policy,  private  industry  which  pro- 
duces almost  all  of  the  goods  and  services  consumed  by  the  American 
people  or  exported,  provides  most  of  the  jobs  and  is  expected  to  supply 
more  job  opportunities  for  our  still  growing  population,  is  unable  to 
create  enough  job  openings.  Thus,  high  unemployment  is  and  continues 
to  be  a  fact  of  American  life.  Attempts  to  reduce  unemployment  by 
Government  spending  and  deficits  is  simply  adding  fuel  to  the  fire 
of  inflation  and.  in  the  long  run  is  self-defeating.  Thus,  we  can  enjoy 
inflation  plus  unemployment,  now  termed  stagflation. 


132 

Attempts  to  control  inflation  by  Avage  and  price  controls  were  found 
to  have  a  shoitlived  effect.  Such  controls  can  only  be  temporarily 
effective  in  supplementing  sound  fiscal  monetaiy  policies.  They  cannot 
substitute  for  them. 

History  supplies  innumerable  examples  of  rulei-s  who  tried  to  sup- 
press the  results  of  their  own  expansive  policies  by  imposing  price 
controls.  Without  going  over  this  in  further  detail  I  can  simply  say 
that  those  attempts  never  succeeded. 

"WHien  government  points  in  various  directions  in  trying  to  identify 
and  blame  a  culprit  for  inflation  it  acts  like  a  pickpocket  who.  numing 
away  from  the  crowd,  points  ahead  and  shouts,  "hold  the  thief."  The 
fact  remains  that  only  government  can  create  inflation  and  only  gov- 
ernment can  stop  it  by  keeping  budgets  and  money  siipply  under  con- 
trol. Inflation  is  largely  the  result  of  monetized  budget  deficits  and 
cannot  be  arrested  without  correcting  the  underlying  evil :  budgetary 
deficits. 

A  few  years  ago,  in  a  speech  which  was  in  the  Congressional  Record 
on  March  2,  1970, 1  explained  further  why  inflation  is  so  hard  to  con- 
trol, and  I  just  want  merely  to  summarize  it. 

The  fact  is  that  most  people  enjoy  their  share  of  inflation,  that  is 
their  individual  slice  of  the  expanded  money  supply  in  the  form  of  an 
income,  whether  from  wages  or  from  independent  activity  that  grows 
faster  than  their  productivity. 

What  they  do  not  like  is  the  consequences  of  inflation  which  is 
higher  prices.  It  is  not  the  overeating  or  the  drinking  we  dislike — it  is 
the  hangover,  the  indigestion,  the  obesity  we  fear ;  but  too  often  fear 
not  enough  to  abstain  from  drinking  or  overeating.  This  looks  like  a 
case  of  being  able  to  resist  everything  save  temptation. 

Now,  when  I  made  those  statements,  I  was  serving  as  a  Special  As- 
sistant to  the  President  and  had  to  be  more  circumspect  in  my  utter- 
ances than  I  can  be  now,  after  returning  to  an  environment  where  I 
enjoy  academic  freedom.  A  few  months  ago  the  Hoover  Institution 
published  a  book  on  which  I  had  been  working  for  several  years,  en- 
titled. "The  Growth  of  American  Government :  A  Morphology  of  the 
Welfare  State."  In  that  book  I  described  the  expansion  of  governmen- 
tal activities  in  the  T'nited  States  in  terms  of  public  employment  and 
finances  over  the  20-year  period  1952  to  1972.  I  would  like  to  sum- 
marize, wnth  your  permission,  some  of  my  findings  as  they  appear  in 
the  cited  book. 

The  significant  change  that  took  place  over  that  20-year  period  was 
not  so  much  in  the  overall  total  of  Federal  spending  but  in  its  composi- 
tion. Outlays  for  national  defense  dropped  from  13.5  percent  of  GNP 
to  6.8  percent,  or  to  about  half  their  former  size.  They  may  be  esti- 
mated below  6  percent  of  GNP  in  the  current  fiscal  year.  Spending 
for  domestic  purposes  simultaneouslv  jumped  from  $12.3  billion  to 
$130.9  billion ;  as  a  percentage  of  GXP  they  went  from  3.6  percent  to 
11.3  percent.  They  may  be  estimated  at  14  percent  in  the  current  fiscal 
year. 

To  put  this  in  clear  perspective,  it  took  163  years,  from  1789  to  1952 
for  Federal  expenditures  for  domestic  purposes  to  reach  a  level  of 
$12  billion.  In  the  succeeding  20  years,  they  multiplied  more  than  ten- 
fold, from  $12  billion  to  $i;'l  billion.  In* other  words,  in  those  two 
decades  Federal  spending  increased  every  2  years  by  as  much  as  the 
total  growth  in  the  preceding  163  years. 
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By  far.  the  sharpest  increases  occurred  in  health,  edncation  and  wel- 
fare. I  do  not  want  to  quote  all  of  the  figures  at  this  point.  They  are 
in  my  written  testimony. 

Xow.  the  ominous  fact  in  temis  of  future  trends  is  that  in  the  three 
fields  which  experienced  by  far  the  steepest  increase  in  the  cited  20- 
year  period,  there  is  strong  pressure  for  even  greater  expansion.  To 
give  you  just  a  few  facts:  Spending  for  health,  education  and  wel- 
fare by  all  governments.  Federal.  State  and  local  combined,  grew  833 
percent  between  1952  and  1972  while  the  aggregate  of  all  other  public 
expenditures  increased  only  164  percent,  about  one-fifth  the  rate,  which 
is  less  than  the  simultaneous  growth  of  the  national  economy.  Al- 
though evidence  is  at  best  spotty  about  positive  results  from  new  or 
expanded  Federal  programs  in  the  social  welfare  fields,  there  is  now 
enormous  pressure  for  vast  new  Federal  programs  of  that  type.  A 
national  health  program  has  been  pending  for  yeaars,  enjoys  broad 
support  and  could  be  enacted  within  the  next  few  years  at  an  annual 
cost  of  several  dozens  of  billions  of  dollars,  with  a  tendency  for  con- 
tinued sharp  increases  judging  by  the  experience  of  countries  which 
operate  such  programs. 

Guaranteed  annual  income  has  been  proposed  and  came  close  to  en- 
actment in  1971  and  1972.  We  are  fortunate  the  Senate  stopped  it.  It 
is  now  again  being  advanced  by  powerful  forces  and  would,  if  ap- 
proved, add  many  billions  to  the  aiinual  welfare  budget.  Federal  aid  to 
education  at  the  common  school  as  well  as  the  college  level  has  been 
pushed  by  strong  national  organizations  for  well  over  100  years  and 
came  close  to  realization  on  several  occasions.  With  total  expenditures 
for  education  in  the  United  States  now  exceeding  $100  billion  a  year, 
the  activation  of  such  programs  could  add  enormous  sums  to  the  Fed- 
ernl  budget.  Numerous  other  proposals  are  being  pushed  by  potent 
forces  for  urban  transportation,  for  general  municipal  purposes,  for 
environment,  for  energy  development,  which,  if  approved,  could  bal- 
loon the  Federal  budget  further  and  make  a  budgetary  balance  well 
nigli  impossible  for  many  years,  if  ever. 

Will  Congress  be  able  to  resist  those  spending  pressures?  Past  ex- 
perience with  attempts  at  fiscal  discipline  give  little  cause  for  opti- 
mism. Debt  ceilings  which  first  came  into  use  during  World  War  I 
have  proven  to  be  so  flexible — being  upped  once  or  several  times  each 
year  in  recent  times — as  to  be  totallv  ineffective.  The  process  of  raising 
the  debt  limit  has  become  a  frequent  ritual  that  is  being  carefully  ob- 
served but  is  nearly  meaningless.  Since  all  expenditures  must  first  be 
approved  by  Congress,  it  is  virtually  useless  to  go  through  the  process 
of  setting  a  debt  limit  that  ^s  entirely  at  the  discretion  of  the  Congress. 

Budget  reform,  enacted  in  1974,  was  expected  by  some  to  exercise 
a  restraining  influence.  But  it  is  apparent  now  that  this  will  not  be 
the  case.  Committee  recommendations  suggest  far  higher  spending 
than  proposed  bv  the  President — a  21.1  percent  boost  in  the  nondefense 
area  versus  an  11.9  percent  increase  in  the  President's  budget — and 
a  deficit  well  over  $20  billion  higher  than  recommended  by  the  Presi- 
dent. The  veto  that  can  be  placed  on  Presidential  attempts  at  saving 
money  tlirough  impoundment  suggests  that  expenditure  savings  were 
not  a  consideration  in  shaping  this  budget  reform. 

Fven  if  the  budget  and  appropriations  committees  were  austerity 
minded,  there  is  a  serious  question  of  how  effective  they  could  be  in 
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keeping  spending  down.  Only  a  minor  part  of  the  budget  is  subject 
to  control  through  the  budgetary  and  appropriation  process.  Some  of 
the  largest  Federal  programs  are  open  ended  and  expenditures  are 
controlled  by  the  authorizing  legislation,  thus  virtually  exempt  from 
the  budget  review. 

Nearly  three-fourths  of  all  budget  outlays  in  fiscal  year  1975  are 
labeled  "relatively  uncontrollable,"  the  percentage  having  gone  up 
from  59.3  percent  of  the  total  budget  in  fiscal  year  1967  to  73.5  percent 
in  fiscal  year  1975.  The  significant  fact  is  that  while  two-thirds  of  the 
defense  outlays  are  desi<Tnated  controllable,  only  12  percent  of  the 
nondefense  outlays,  mostly  for  domestic  services,  are  reported  to  be 
relatively  controllable. 

As  I  showed  earlier,  it  is  the  domestic  programs  that  have  expanded 
at  an  extraordinary  rate  in  recent  decades  and  88  percent  of  them  are 
now  untouchable  by  would-be  budget  cutters.  Many  benefits  are  set 
by  law,  such  as  social  security  and  retirement  pay,  medicare,  food 
stamps,  veterans'  benefits,  revenue  sharing ;  interest  is  set  by  contracts. 
Public  assistance,  medicaid,  and  unemployment  assistance  are 
reimbursements  to  States  by  formulas.  With  67  percent  of  proposed 
defense  expenditures  controllable,  but  only  12  percent  of  the  non- 
defense  items  controllable,  it  is  understandable  that  efforts  to  cut  the 
budget  usually  concentrate  on  defense. 

To  be  sure,  all  Federal  expenditures  were  authorized  by  the  Congress 
at  some  time  and,  with  the  exception  of  prior  existing  obligations  and 
contracts,  can  be  controlled  by  it  through  changes  in  the  substantive 
program  legislation.  The  question  is  whether  Congress  is  alile  to  con- 
strain expenditures  by  its  own  power.  The  normal  restraint  at  State 
and  local  levels  is  the  necessity  to  either  raise  taxes  or  issue  bonds  to 
finance  new  or  expanded  programs.  Boosting  taxes  is  a  politically  pain- 
ful and  risky  process  which  provides  a  natural  screening  for  outlays 
which  the  taxpayers  regard  worth  their  hard-earned  money.  Borrow- 
ing on  the  States'  credit,  is  subject  to  a  direct  veto  by  the  voters.  At  the 
Federal  level,  there  is  no  limit  to  debt  financing  which  is  too  remote  for 
the  average  voter  to  know  about,  although  he  may  subseuently  be  pain- 
fully affected  by  the  resulting  inflation. 

Experience  with  Federal  debt  ceilings,  easily  changed  by  an  act  of 
Congress,  has  proven  them  to  be  singularly  ineffective.  Thus,  an  outside 
force  is  needed  to  enforce  the  fiscal  discipline  which  Congress  itself 
cannot  exercise.  Only  the  Constitution  can  provide  such  outside 
discipline. 

The  early  State  constitutions  contained  no  debt  limitations.  But 
painful  experiences  with  expansive  policies  in  the  1830"s  and  1840"'s  led 
to  the  imposition  of  restraints  in  most  States.  Trends  of  recent  years 
suggest  that  some  restraint  is  now  needed  at  the  Federal  level. 

There  are  several  ways  in  which  the  U.S.  Constitution  could  restrain 
the  Congress  from  expanding  Federal  indebtedness.  It  could  require, 
as  most  State  constitutions  do,  that  new  obligations  or  an  increase  in 
obligations  must  be  approved  by  the  voters  themselves.  In  this  age  of 
rapid  communications  and  electronic  teclmology.  the  holding  of  a  na- 
tional referendum  would  be  no  major  obstacle.  Xor  would  the  cost  be 
large  Avhen  related  to  the  magnitude  of  the  amounts  and  the  importance 
of  the  substance  involved. 


135 

Switzerland  has  long;  been  conducting  national  referendums  on 
major  controversial  issues  and  Great  Britain  did  so  earlier  this  year. 
Over  a  century  of  experience  with  many  thousands  of  State  and  local 
debt  and  tax  referendums  shows  that  the  voters  well  understand  the 
alternatives  and  that  a  review,  or  veto,  can  be  very  healthy.  Popular 
government  rests  on  the  premise  that  the  people  can  understand  and 
judge  vital  public  issues. 

Another  way  of  controlling  further  expansion  of  the  national  debt  is 
the  method  proposed  in  Senate  Joint  Resolution  55.  By  computing;  at 
the  end  of  each  fiscal  year  the  net  result  of  the  fiscal  operations  and 
imposing  a  surtax  on  the  income  to  make  up  for  a  deficit  seems  to  be  a 
far  better  way  of  bringing  the  realities  of  Federal  operations  home  to 
the  taxpayer  than  to  let  him  find  out  much  later  through  inflation  and 
higher  prices. 

There  are  various  other  ways  toward  the  same  end,  some  of  which 
are  incorporated  in  proposals  introduced  in  earlier  years  or  now  pend- 
ing. I  am  not  committed  to  any  particular  form  of  debt  control  but 
feel  that  in  view  of  tlie  huge  debt  expansion  in  recent  years,  some  form 
of  restraint  is  urgently  needed. 

Thank  you,  sir. 

[The  prepared  statement  of  Roger  A.  Freeman  follows :] 

Statement  of  Roger  A.  Freeman/  Senior  Fellow  Emeritus,  Hoover  Institu- 
tion ON  War,  Revolution  and  Pbi\ce,  Stanford  University,  on  Senate  Joint 
Resolution  55 

Many  years  ago  the  citizens  of  most  states  placed  strict  constitutional  restric- 
tions on  the  ability  of  their  elected  oflScials — governors  and  legislators — to  incur 
debt  on  behalf  of  their  states.  As  a  rule  now,  the  state's  credit  can  be  committed 
only  with  the  approval  of  the  people  themselves,  voting  at  a  general  or  special 
election  on  a  specific  proposal  to  issue  bonds.  This  has  subjected  state  borrowing 
to  a  close  scrutiny  by  the  taxpayers  and  has  restrained  it.  But  it  has  not  prevented 
it  nor  crippled  state  fiscal  capacity.  To  wit :  state  indebtedness  has  grown  by  $36 
billion  over  the  past  ten  years. 

Federal  indebtedness  will  at  the  end  of  the  current  fiscal  year  total  nearly  $300 
billion  more  than  it  did  ten  y^^^ars  earlier.  This  was  possible  only  because  there 
are  at  this  time  no  constitutional  limitations  on  the  incurrence  of  debt  by  the 
Federal  Government.  Does  the  extraordinary  and  unprecedented  jump  at  the 
Federal  level,  compared  with  only  a  moderate  rise  at  the  state  level,  not  suggest 
that  may  be  the  American  people  put  the  muzzle  on  the  wrong  dog?  Does  it  not 
further  suggest  that  the  time  may  have  come  to  fashion  a  muzzle  for  the  dog 
who  seems  to  need  such  restraint? 

The  question  now  is,  if  you  pardon  the  mixed  metaphors  and  species,  how  to 
bell  the  cat. 

Some  close  observers  have  expressed  the  fear  that  a  continuation  of  current 
trends  in  the  public  debt  may  lead  to  Federal  bankruptcy.  But,  there  is  really  no 
reason  to  be  afraid.  The  Federal  Government  cannot  go  bankrupt  because  it  can 
always  print  all  the  money  it  needs  to  meet  its  obligations  and  repay  its  creditors 
in  dollars  that  are  worth  but  a  fraction  of  the  dollars  it  borrowed  many  years 
before.  Some  may  take  a  dim  view  of  such  a  method  to  defraud  those  who  en- 
trusted their  savings  to  the  Federal  Government.  Others  will  regard  this  as  clever 
money  management. 

What  is  to  be  feared  is  not  Federal  bankruptcy  but  run-away  inflation.  Ever- 
expanding  deficit  spending  and  enlarged  money  supply  are  bound  to  produce 
inflation — as  they  have  done  countless  times  in  a  devastating  manner  over  the 
past  one  thousand  years — from  China  to  Latin  America,  from  Persia  to  France 
and  Germany.  And  when  the  money  lost  most  or  all  of  its  value,  run-away  infla- 
tion often  not  only  ruined  a  country  economically  but  led  to  social  unrest,  violent 


1  Any  opinions  I  may  exprpss  are  my  own  and  should  not  he  attrlhuted  to  any  organiza- 
tion with  which  I  am  or  was  concerned. 
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upheaval,  revolution  and  even  destruction  of  tlie  society.  More  than  any  other 
single  factor  it  was  the  German  superinflation  of  the  1920s  which  broke  the  mid- 
dle class  and  killed  its  belief  in  the  justice  of  the  existing  social  order  that 
brought  Hitler  to  power. 

Inflation  is  not  that  rapid  in  the  United  States — at  least  not  yet.  But  it's  pro- 
gressive like  pregnancy — there  is  just  no  such  thing  as  a  "little"  pregnancy.  The 
Consumers  Price  Index  rose  18  percent  between  1955  and  1965  but  jumped  70 
percent  between  1965  and  1975.  At  that  rate,  a  dollar  saved  today  will  lose  93 
cents  over  the  next  fifty  years.  Which  young  person  would  want  to  save  a  dollar 
to  get  7  cents  back  in  his  later  years? 

The  danger  of  run-away  inflation  in  the  United  States  was  widely  regarded  to 
be  minimal  or  non  existent  during  the  late  1950s  and  early  1960s  when  annual 
price  rises  averaged  between  one  and  two  percent  a  year.  Thus  proposals  in  those 
years  to  restrict  the  Federal  debt — advanced  by  the  sponsor  of  the  currently 
pending  SJR  55  Senator  Carl  T.  Curtis,  with  Senators  Styles  Bridges,  Harry  F. 
Byrd  and  others — did  not  gain  sufficiently  broad  support  and  failed  of  adoption. 
The  doubling  of  the  Federal  debt  in  recent  years  has  revived  the  issue  and  made 
it  more  pertinent  and  urgent  than  ever.  No  one  has  belittled  inflation  in  recent 
years  or  derided  it  as  an  imaginary,  remote  or  minor  danger. 

But  some  of  my  fellow  economists  have  been  and  still  are  saying  that  budget- 
ary deficits  and  growth  in  the  Federal  debt  are  not  responsible  for  inflation  and 
are  really  nothing  to  worry  about.  Some  even  assert  that  current  deflcits  are  not 
big  enough  to  deal  effectively  with  lagging  economic  growth  and  cure  unemploy- 
ment. Some  of  the  facts  they  cite  are :  the  Federal  debt  has  grown  more  slowly 
than  the  Gross  National  Product  (GNP).  It  has  declined  as  a  percentage  of  GNP 
from  49.4  percent  in  1965  to  38.0  percent  (estimated)  at  the  end  of  the  current 
fiscal  year.  Federal  debt  equalled  129  percent  of  GNP  at  the  end  of  World  War 
II  and  the  economy  did  not  collapse.  Moreover,  private  debt,  individual  and 
corporate,  not  only  totals  far  more  than  the  Federal  debt  but  also  has  grown  by 
much  more. 

There  are  so  many  things  wrong  with  these  statements  that  it  would  take  a 
sizable  article  to  disprove  them.  The  most  important :  the  figure  commonly  shown 
as  Federal  debt  is  only  the  debt  subject  to  the  so-called  debt  ceiling  which 
excludes  huge  obligations  of  the  Federal  Government.  The  "independent"  debt 
of  Federal  agencies  (Export-Import  Bank,  TVA.  etc)  totals  over  $11  billion,  the 
debt  of  Government-sponsored  enterprises  (FNMA,  Farm  Credit  Administra- 
tion, Federal  Home  Loan  Bank  Board,  etc)  another  $88  billion,  loans  guaranteed 
by  the  Federal  Government  (FHA.  Veterans  Administration,  Farmers  Home 
Administration,  GNMA,  etc)  $237  billion.  But  by  far  the  biggest  unfunded  liabil- 
ities of  the  Federal  Government  are  for  Social  Security  and  Civil  Service  and 
Railroad  retirement,  veterans'  pensions,  etc.  which  are  estimated  to  total  over 
$3  trillion.  Counting  all  Federal  commitments,  the  Federal  debt  is  substantially 
higher  than  the  private  debt  and  has  grown  faster.  What  is  particularly  signi- 
ficant :  it  was  the  expansion  of  the  Federal  debt  and  resulting  inflation  which 
are  largely  responsible  for  the  steep  growth  in  the  private  debt  in  recent  years. 

Some  of  my  fellow  economists  will  tell  you  that  Federal  deficits  may  have  an 
inflationary  impact  during  periods  of  rapid  economic  expansion  when  there  may 
be  a  strain  on  available  resources  but  that  they  are  decidedly  noninflationarj'  at 
times  when  the  national  economy  is  running  substantially  below  capacity  and 
unemployment  is  high.  That  in  fact,  they  say,  is  a  time  when  large  deficits  are 
needed  to  compensate  for  the  lag  in  the  private  economy  and  to  "prime  the  pump". 

The  theory  of  compensatory  fi.^cal  policy  of  the  government  "leaning  against 
the  wind"  was  developed  in  the  1930s  and  reached  its  widest  acceptance  in  the 
postwar  period.  Tlie  Government  should  balance  the  economy  not  its  budget.  The 
trouble  is  that  in  actual  practice  the  fiscal  policy  of  fine-tuning  turned  out  to 
possess  only  a  one-way  flexibility :  huge  deficits  at  times  of  economic  slack  but 
no  surpluses  during  periods  of  rapid  growth.  The  past  fifteen  years  include  four- 
teen years  with  a  deficit,  only  one.  due  to  special  circumstances,  with  a  surj^lus. 

A  new  theory  was  developed  a  few  years  ago :  that  the  budget  should  be  bal- 
anced only  on  the  assumption  of  full  employment.  This  was  called  a  more  sophis- 
ticated fiscal  policy  than  actual  budget  balance.  In  truth,  it  is  pure  sophistry,  an 
alibi  attempting  to  rationalize  budgetary  deficits  In  a  pseudo-scientific  way  and 
make  them  respectable,  a  magician's  trick  to  have  deficits  disappear  from  vision. 
"Now  Tou  see  them,  now  von  don't". 

Congress  can  make  or  repeal  all  laws.  But  it  cannot  repeal  the  law  of  supply 
and  demand.  When  Congress  tried,  the  "invisible  hand"  reached  out  and  dealt 
the  economy  a  devastating  blow. 
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Despite  far  fetched  theories  the  huge  Federal  deficits  of  the  late  1960s  and  of 
the  1970s  were  followed  by  rapid  inflation.  Then  tlie  search  began  for  con- 
venient scapegoats :  the  venal  greed  of  big  corporations  and  big  labor,  drought 
and  floods,  the  Arab  oil  sheikhs  and  other  cartels  and  many  others.  Some  of  these 
factors  undoubtedly  have  contributed  to  inflation.  Labor's  abiUty— with  govern- 
mental suppport— to  exact  boosts  in  excess  of  productivity  growth,  which  raised 
labor's  share  from  67.8  percent  of  the  National  Income  in  1955  to  75.8  percent  in 
197.'5  (first  half)  have  pushed  up  costs  and  prices— besides  driving  unemployment 
to  higher  levels.  .^  ^  ^  ^    -a 

Contrary  claims  notwithstanding,  higher  profits  have  not  contributed  to  infla- 
tion—as is  evident  from  the  fact  that  proprietors'  and  corporate  profits  dropped 
from  26.7  percent  of  National  Income  in  1955  to  15.8  percent  in  1975  (first 
half ) .  Profits  have  fallen  to  a  level  that  is  much  too  low  to  attract  needed  capital. 
This — in  conjunction  with  a  perverse  tax  policy  which  favors  consumption  and 
l)eualized  capital  formation — has  resulted  in  a  far  lower  rate  of  investment  in 
the  United  States  than  in  other  industrial  nations.  Because  job  creation  requires 
huge  industrial  investments— $25,000  to  $50,000  per  job  and  more— which  at  cur- 
rent profit  levels  are  simply  not  available  in  sufficient  magnitudes,  unemployment 
climbed  and  is  considerably  higher  in  the  United  States  than  in  other  Western 
nations. 

By  its  huge  claims  for  money,  government  has  not  only  driven  up  the  interest 
rate  but  increasingly  "crowded  out"  private  demands  on  the  capital  markets  in 
recent  years.  The  Treasury  Department's  Bureau  of  Debt  Analysis  released  some 
figures  earlier  this  year  according  to  which  the  Federal  Government  accounts 
for  68  i)ercent  of  the  capital  markets  in  the  current  fiscal  year,  compared  with  a 
mere  20  percent  in  the  fiscal  years  1955-59.  All  government  borrowing  (Federal, 
State,  local)  will  account  for  80  percent  of  the  capital  markets  in  Fiscal  Year 
1076.  This  does  not  necessarily  mean  that  the  Federal  Government  will  actually 
take  68  percent  of  the  available  funds  and  private  borrowers  get  only  20  percent. 
More  likely,  the  Federal  Government  will  cover  a  substantial  part  of  its  deficits 
by  monetizing  it.  that  is  by  financing  it  through  the  Federal  Reserve  System  and 
expanding  the  money  supply. 

Testifying  before  the  House  Budget  Commitee  on  September  29,  1975,  Treasury 
Secretary  Simons  suggested  that  his  warning  issued  earlier  in  the  year  had  been 
born  and  has  now  become  a  reality :  unprecedented  government  borrowing  is 
drawing  away  funds  for  housing  and  business  investment  thus  weakening  the 
economic  system.  Treasury  note  sales  in  September  1975  produced  an  interest  rate 
of  8.44  percent,  a  much  higher  return  than  banks  or  savings  institutions  can  offer. 
With  a  budget  deficit  well  over  $70  billion  in  fiscal  year  1976  and  estimated  to 
run  between  $35  and  $50  billion  in  fiscal  year  1977  prospects  for  an  easing  of  pres- 
sures are  bleak. 

Cori>orations  of  cour.se  also  seek  to  borrow  funds  in  the  market,  in  competition 
with  government.  Because  our  laws  tax  profits  in  the  form  of  dividends  twice  but 
permit  the  deduction  of  interest  cost,  there  has  long  been  a  tendency  toward 
debt  financing  by  corporations  and  away  from  equity  financing— a  trend  that  is 
strengthened  by  a  profits  squeeze  and  the  consequently  depressed  stock  market. 

It  is  small  wonder  that  in  the  squeeze  between  a  tight  capital  market,  higher 
costs  and  a  punitive  tax  policy,  private  industry  which  produces  almost  all  of  the 
goods  and  services  consumed  by  the  American  people  or  exported,  provides  most  of 
the  jobs  and  is  expected  to  supply  more  job  opportunities  for  our  still  growing 
population,  is  unable  to  create  enough  job  openings.  Thus  high  unemployment  is 
and  continues  to  be  a  fact  of  American  life.  Attempts  to  reduce  unemployment  by 
government  spending  and  deficits  is  simply  adding  fuel  to  the  fire  of  inflation  and, 
in  the  long  run  .self-defeating.  Thus  we  can  "enjoy"  inflation  plus  unemployment, 
now  termed  "stagflation". 

Attempts  to  control  inflation  by  wages  and  price  controls  were  found  to  have  a 
shortlived  effect.  Such  controls  can  only  be  temporarily  effective  in  supplemevt- 
i}t(j  .sound  fiscal-monetary  policies.  They  cannot  ftuhstitntc  for  them. 

History  .■supplies  innumerable  examples  of  rulers  who  tried  to  suppress  the  re- 
sults of  tlieir  own  expansive  policies  by  imi>o.sing  price  controls.  From  Assyria's 
Hammurabi  nearly  four  thousand  years  ago  to  Diocletian's  edict  more  than  two 
thousand  years  later  and  to  numerous  more  recent  control  efforts,  they  have,  de- 
spite even  the  most  draconic  sanctions  never  l>een  more  than  a  short-lived  ex- 
periment which  though  sincerely  begun  soon  led  to  the  disappearance  of  desired 
goods,  severe  shortages,  black  markets,  in  some  cases  rationing,  but  almost  always 
to  economic  stagnation  and  distress. 
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When  government  points  in  various  directions  in  trying  to  identify  and  blame 
a  culprit  for  inflation  it  acts  like  a  pickpocket  who  running  away  from  the  crowd, 
points  ahead  and  shouts :  "Hold  the  Thief".  The  fact  remains  that  only  govern- 
ment can  create  inflation  and  only  government  can  stop  it  by  keeping  budgets 
and  money  supply  under  control.  Inflation  is  largely  the  result  of  monetized 
budget  deficits  and  cannot  be  arrested  wifhout  correcting  the  underlying  evil : 
budgetary  deficits. 

Why  has  inflation  proven  to  be  so  impervious  to  all  attempts  to  stop  it?  Five 
years  ago  I  tried  to  explain  the  reasons  and  with  your  permission  I  would  like 
to  quote  what  I  said  on  that  occasion  (from  the  Covgres.vn)ml  Record,  March 
2.  1970  pp  E  1485-88  "Why  Don't  They  Stop  Inflation?")  : 

"If  we  conducted  an  opinion  poll  among  a  representative  cross  section  of  the 
American  people,  asking  what  their  leading  grievance  is  in  the  domestic  policy 
area,  we  would  today  in  most  places  get  the  answer :  soaring  prices. 

"In  letters  to  editors,  in  radio  and  TV  interviews  and  on  many  other  occasions, 
people  keep  asking,  "Why  don't  they  stop  inflation?".  "They"  of  course  meaning 
the  government.  In  a  rare  display  of  consensus,  members  of  Congress  of  both 
political  parties  have  been  condemning  inflation  in  vivid  tones  and  demanding 
that  it  be  ended  forthwith.  With  everybody  seemingly  opposed  to  it.  we  may  well 
wonder  "Why  don't  they  stop  inflation?"  Is  there  a  sinister  and  clandestine  lobby 
at  work  which  keeps  frustrating  the  will  of  the  people? 

It  reminds  me  somewhat  of  the  psychiatrist  who  when  examining  his  patient 
inquired:  "Are  you  troubled  by  improper  thoughts?"  to  which  the  patient  cheer- 
fully replied :  "No,  I  am  not.  Frankly  speaking  doctor,  I  rather  enjoy  them  " 

"That  fact  is  that  most  people  enjoy  their  share  of  inflation,  that  is  their 
individual  slice  of  the  expanded  money  supply  in  the  form  of  an  income,  whether 
from  wages  or  from  independent  activity,  that  grows  faster  than  their  produc- 
tivity. What  they  don't  like  is  the  consequences  of  inflation,  which  is  higher 
prices.  It  is  not  the  overeating  or  drinking  that  we  dislike — it  is  the  hangover,  the 
indigestion,  the  obesity  we  fear,  but  too  often  fear  not  enough  to  abstain  from 
drinking  or  overeating.  This  looks  like  a  case  of  being  able  to  resist  everything 
save  temptation. 

"It  is  a  natural  and  understandable  tendency  for  people  to  try  to  offset  the  im- 
pact of  higher  prices  by  boosting  their  income  and,  albeit  grudgingly  spending 
more  money  instead  of  reducing  their  demands.  It  is  as  if  at  a  football  game  we 
were  not  seeing  well  enough  over  the  heads  of  the  people  in  front  of  us  and  de- 
cided to  stand  up.  We'll  see  better-^temporarily.  When  the  other  people  also  stand 
up,  as  most  likely  they  will,  we  and  everybody  else  will  see  no  better  than  we 
did  before.  More  likely,  we'll  see  less.  If  we  then  sit  down,  we'll  see  nothing.  But 
how  do  we  persuade  the  other  people  to  sit  down.  too.  so  that  we  all  can  see  at 
least  something,  in  comfort?  As  so  often  it  is  much  easier  to  get  into  trouble,  then 
to  get  out  of  it,  because  few  are  eager  to  make  the  sacrifice  of  being  the  first  to 
give  in.  How  can  we,  in  a  free  society,  get  concerted  action  by  having  all  sit  down 
at  the  same  time? 

When  I  made  those  statements  I  was  serving  as  a  Special  Assistant  to  the 
President  and  had  to  be  more  circumspect  in  my  utterances  than  I  can  be  now, 
after  returning  to  an  environment  where  I  enjoy  academic  freedom.  Moreover.  I 
have  observed  developments  closely  in  the  past  five  years  and  learned  a  great  deal 
A  main  factor  that  keeps  Federal  deficit  spending  and  therefore  inflation  at  a  high 
level  is  the  far  better  organization  and  political  effectiveness  of  the  forces  that 
are  committed  to  and  pressing  for  increased  Federal  spending,  compared  to  the 
feeble  efforts  and  relative  impotency  of  the  groups  which  favor  budgetary 
restraint. 

A  few  months  ago  the  Hoover  InstituHon  published  a  book  on  which  T  had  been 
working  for  several  years  :  The  Growth  nf  American  Government :  A  Morphology 
of  the  Welfare  State.  In  that  book  I  described  the  expansion  of  governmental 
activities  in  the  TTnlted  States  in  terms  of  i)nblic  employment  and  finances  over 
the  20-year  period  1952  to  1972.  I  would  like  to  summarize  here  some  of  my  find- 
ings as  they  appear  in  the  cited  book. 

Federal  exnenditures  multiplied  three  and  a  half  times  bptween  1952  nnd  1972, 
from  $71.0  billion  to  ^244.6  billion.  That  iust  about  paralleled  the  growth  of  the 
national  economy.  As  a  percentage  of  GXP,  federal  expenditures  grew  from  20.6 
to  21.1  percent. 

The  signifloant  change  that  took  place  over  that  20-year  period  was  not  so  much 
in  the  overall  total  of  Federal  spending  but  in  its  composition.  Outlays  for  Na- 
tional Defense  dropped  from  13.5  percent  of  GXP  to  6.8  percent — or  about  half 
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their  former  size.  They  may  be  estimated  below  6  percent  of  GNP  in  the  current 
fiscal  year  Spending  for  domestic  purposes  simultaneously  jumped  from  $12.3 
billion  to  $130.9  billion  ;  as  a  percentage  of  GXP  they  went  from  3.6  percent  to 
11  3  percent.  Thev  may  be  estimated  at  14  percent  in  fiscal  year  1976. 

To  put  this  in  clear  perspective :  it  took  163  years,  from  1789  to  1952  for  Fed- 
eral expenditures  for  domestic  purposes  to  reach  a  level  of  $12  billion.  In  the 
succeeding  twenty  years  they  multiplied  more  than  tenfold,  from  $12  billion  to 
$131  billion.  In  other  words,  in  those  two  decades  Federal  spending  increased 
every  two  years  bv  as  much  as  the  total  growth  in  the  preceding  years.  Even 
with  a  correction  for  the  lower  value  of  the  dollar  tliis  still  is  probably  the  most 
spectacular  and  most  significant  change  in  governmental  finances  and  in  the 
nature  and  concept  of  American  government  in  the  twentieth  century. 

By  far  the  sharpest  increases  occurred  in  health,  education,  and  welfare : 

FEDERAL  EXPENDITURES  1952  AND  1972 


Expenditures  (in 
1952 

millions) 
1972 

Percent 
increase 
1952-72 

Expenditures  as  a 
of  GNP 

percentage 

1952 

1972 

Total    expenditures.. 

ices 

ites  (thou- 

$71,045 

$244,  576 

244 

20.6 

21.1 

National  defense 

Domestic  services 

Education 

Welfare 

Health 

Other  domestic  serv 
Interest  and  other 

46,745 

12,  324 

323 

5,161 

431 

6,409 

11,976 

78,722 
130,920 
6,551 
77,  731 
14,  492 
32, 146 
34, 934 

68 

962 

1,928 

1,406 

3,262 

402 

191 

13.5 
3.6 

.1 
1.5 

.1 
1.9 
3.5 

6.8 
11.3 
.6 
6.7 
1.3 
2.7 
3.0 

Population  of  the  United  St 
sands) 

GNP  (in  billions) 

157,  553 

$345.  5 

79.5 

208,  842 

$1,155.2 

125.3 

33 

234 

58 

Consumer  Price  Index  (1967  = 

=  100) 

Source:  National  income  and  products  accounts  of  the  United  States  Survey  of  Current  Business,  Department  o 
Commerce. 

The  ominous  fact  in  terms  of  future  trends  is  that  in  the  three  fields  which  ex- 
perienced bv  far  the  steepest  increase  in  the  cited  20-year  period,  there  is  strong 
pressure  for  even  greater  expansion.  Spending  for  health,  education  and  welfare 
by  all  governments  (Federal,  state,  local)  grew  833  percent  between  1952  and 
1972  while  the  aggregate  of  all  other  public  expenditures  increased  only  164 
percent,  which  is  less  than  the  simultaneous  growth  of  the  national  economy. 
Although  evidence  it  at  best  spotty  about  positive  results  from  never  expanded 
Federal  programs  in  the  social  welfare  fields  there  is  now  enormous  pressure  for 
vast  new  Federal  programs  of  that  type.  A  national  health  program  has  been 
pending  for  years,  enjoys  broad  support  and  could  be  enacted  within  the  next 
few  years  at  an  annual  cost  of  several  dozens  of  billions  of  dollars,  with  a  tend- 
ency for  continued  sharp  increases  judging  by  the  experience  of  countries 
which  operate  such  programs. 

Guaranteed  annual  income  has  been  proposed  and  came  close  to  enactment  in 
1971  and  1972.  It  i.y  now  again  being  advanced  by  powerful  forces  and  would, 
if  approved,  add  many  billions  to  the  annual  welfare  budget.  Federal  aid  to 
education  at  the  common  schools  as  well  as  the  college  level  has  been  pushed 
by  .strong  national  organizations  for  well  over  a  hundred  years  and  came  close 
to  realization  on  .several  occasions.  With  total  expenditures  for  education  in  the 
Unitetl  States  now  exceeding  $100  billion  a  year,  the  activation  of  such  programs 
could  add  enormous  sums  to  the  Federal  Budget.  Numerous  other  proposals  are 
being  pushed  by  potent  forces — for  urban  transportation,  for  general  municipal 
purpo.'-es.  for  environment,  for  energy  development  (at  $100  billion  over  the  next 
ten  years)  which,  if  approved  could  l>alloon  the  Federal  budget  further  and  make 
a  budgetary  balance  well  nigh  imiwssible  for  many  years. 

Will  Congress  be  able  to  resist  those  spending  pressures?  Past  experience  with 
attempts  at  fiscal  discipline  give  little  cau.se  for  optimism.  Debt  ceilings  which 
first  came  into  use  during  World  War  I  have  proven  to  be  so  flexible — being 
upped  once  or  several  times  each  year  in  recent  times — as  to  be  totally  ineffective. 
The  process  of  raising  the  debt  limit  has  become  a  frequent  ritual  that  is  being 
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carefully  observed  but  is  early  meaningless.  Since  all  expenditures  must  first  be 
approved  by  Congress  it  is  virtually  useless  to  go  through  the  process  of  setting 
a  del  it  limit  that  is  entirely  at  the  discretion  of  the  Congress. 

Budget  reform,  enacted  in  1!>74  was  expected  by  some  to  exercise  a  restraining 
influence.  But  it  is  apparent  now  that  this  will  not  be  the  case.  Committee  recom- 
mendations suggest  far  higher  spending  than  proposed  by  the  President — ^a  21.1 
percent  boost  in  the  nondefense  area  versus  an  11.0  percent  increase  in  the 
President's  Budget — and  a  dettcit  well  over  $-!0  liillion  higher  than  recommended 
by  the  President.  The  veto  that  can  be  placed  on  Presidential  attempts  at  sav- 
ing money  through  impoundment  suggests  that  expenditure  savings  were  not 
a  consideration  in  shaping  this  budget  reform. 

Even  if  the  budget  and  appropriations  committee  were  austerity  minded,  there 
is  a  serious  question  of  how  effective  they  could  be  in  keeping  spending  down. 
Only  a  minor  part  of  the  budget  is  subject  to  control  through  the  budgetary 
and  approi)riation  process.  Some  of  the  largest  Federal  programs  are  open- 
ended  and  expenditures  are  controlled  by  the  authorizing  legislation,  thus  vir- 
tually exempt  from  the  budget  review.  Nearly  three-fourths  of  all  budget  out- 
lays in  fiscal  year  1975  are  labelled  "'relatively  uncontrollalile",  the  percentage 
having  gone  up  fi'om  59.3  percent  of  the  total  budget  in  fiscal  year  1967  to  73.5 
percent  in  fi.scal  year  1975.  The  significant  fact  is  that  while  two-thirds  of  the 
defense  outlays  are  designated  "controllable"  only  12  percent  of  the  nondefense 
outlays,  mostly  for  domestic  services,  are  reported  to  be  "relatively  controllable". 
As  I  showed  earlier  it  is  the  domestic  programs  that  have  expanded  at  an 
extraordinary  rate  in  recent  decades — ^and  S8  percent  of  them  ai*e  now  "un- 
touchable" by  would-Iie  budget  cutters.  Many  benefits  are  set  l»y  law — such  as 
social  security  and  retii'ement  pay.  medicare,  food  stamps,  veterans  benefits, 
revenue  sharing:  interest  is  set  by  contracts.  Public  assistance,  medicaid,  and 
Tinemplo.vment  assistance  are  reimbursements  to  states  l)y  formulas.  With  67  per- 
cent of  proposed  defense  expenditures  controllable  but  onl.v  12  percent  of  the 
nondefense  items  controllable,  it  is  understandable  that  efforts  to  cut  the  budget 
usually  concentrate  on  defense. 

To  be  sure,  all  Federal  expenditures  were  authorized  by  the  Congress  at  .some 
time  and — with  the  exception  of  prior  existing  obligations  and  contracts — can 
be  controlled  by  it  through  changes  in  the  substantive  program  legislation.  The 
(luestion  is  whether  Congress  is  able  to  constrain  expenditures  by  its  own  power. 
The  normal  restraint  at  state  and  local  levels  is  the  necessity  to  either  raise  taxes 
or  issue  bonds  to  finance  new  or  expanded  programs.  Boosting  taxes  is  a  politi- 
call.v  painful  and 'risky  process  which  provides  a  natural  screening  for  outlays 
which  the  taxpayers  regard  worth  their  hard  earned  money.  Borrowing  on  the 
state's  credit,  is  subject  to  a  direct  veto  by  the  voters.  At  the  Fe<leral  level  there 
is  no  limit  to  debt  financing  which  is  too  remote  for  the  average  voter  to  know 
about — although  he  may  subsequently  be  painfully  affected  by  the  resulting 
inflation. 

Experience  with  Federal  debt  ceilings,  easily  changed  by  an  act  of  Congress, 
has  proven  them  to  be  singularly  ineffective.  Thus  an  outside  force  is  needed 
to  enforce  the  fiscal  discipline  which  Congress  itself  cannot  exercise.  Only  the 
C'onstitution  can  provide  such  outside  discipline. 

The  early  state  constitutions  contained  no  debt  limitations.  But  painful  ex- 
periences with  exi^ansive  policies  in  the  lS30s  and  lS40s  led  to  the  imposition 
of  restraints  in  most  states.  Trends  of  recent  years  suggest  that  some  restraint  is 
now  needed  at  the  Federal  level. 

The  experience  of  .state  and  local  governments  has  shown  that  constitutional 
debt  restrictions  can  be  circumvented  in  many  ways,  particularly  through  rev- 
enue bonds  and  the  establishment  of  special  authorities.  State  courts  have  proven 
amazingly  lenient  in  approving  the  "special  fund  doctrine"  by  which  state  and 
local  governments  have  evaded  constitutional  restrictions.  Tims  federal  legisla- 
tion would  have  to  be  drawn  rather  carefully  to  prevent  a  rapid  growth  in  back- 
door spending  and  boi-rowing. 

There  are  several  ways  in  which  the  T".S.  Constitution  could  restrain  the 
Congress  from  expanding  Federal  indebtedness.  It  could  require — as  most  state 
constitutions  do — that  new  obligations  or  an  increase  in  obligations  must  be 
approved  by  the  voters  themselves.  In  this  age  of  rapid  communications  and 
electronic  technology  the  holding  of  a  national  referendum  would  be  no  major 
obstacle.  Nor  would  the  cost  be  large  when  related  to  the  magnitude  of  the 
amounts  and  the  importance  of  the  substance  involved. 

Switzerland  has  long  l»een  conducting  national  referendums  on  major  con- 
troversial issues  and  Great  Britain  did  so  earlier  this  vear.   Over  a  century 
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of  experience  with  many  thonsands  of  state  and  local  debt  and  tax  referendums 
shows  that  tlie  voters  well  nnderwtand  the  alternatives  and  that  a  review  (or 
veto)  can  be  very  healthly.  Popular  government  rests  on  the  premise  that  the 
people  can  understand  and  judge  vital  public  issues. 

Another  way  of  controlling  further  expansion  of  the  national  debt  is  the  method 
proposed  in  S.TR  "(5.  By  computing  at  the  end  of  each  fiscal  year  the  net  result 
of  the  fiscal  operations  and  imposing  a  surtax  on  the  income  to  make  up  for  a 
deticit  seems  to  be  a  far  better  way  of  bringing  the  realities  of  Federal  operations 
home  to  the  taxpayer  than  to  let  him  find  out  much  later  through  intlation  and 
higher  prices. 

There  are  various  others  ways  toward  the  same  end,  some  of  which  are  in- 
corporated in  proposals  introduced  in  earlier  years  or  now  pending.  I  am  not 
connnitted  to  any  particular  form  of  debt  control  but  feel  that  in  view  of  the 
huge  debt  expansion  in  recent  years  some  form  of  restraint  is  urgently  needed. 

Senator  Tiiirmond.  Dr.  Freeman,  your  choice  there  is  most  in- 
teresting. You  oive  it  on  page  10.  A  great  many  people  have  been 
deceivecl  by  statements  of  some  people  that  national  defense  has 
caused  this  big  deficit  I  observe  here  that  you  bring  out  that  national 
defense  for  1952  Avas  $-46,745  million,  in  1972  $78,722  million,  an  in- 
crease of  68  percent,  and  domestic  services  in  1952  were  $12,324 
million,  in  1972,  $180,920  million,  or  an  increase  of  962  percent.  In 
other  words,  from  1952  to  1972  defense  increased  68  percent,  domestic 
services  increased  962  percent.  Is  that  cori-ect  ? 

Dr.  Fi;i,E>tAX.  Yes  sir,  that  is  con-ect. 

Senator  Thurmond.  I  just  thought  I  would  emphasize  that.  I  want 
to  thank  you  for  your  statement  and  your  presence  here.  Senator  Curtis 
may  have  some  questions. 

Senator  Curtis.  Dr.  Freeman,  I  want  to  thank  you  so  much  for  being 
here.  Your  i)ai)er  is  excellent.  I  refrained  from  asking  all  the  questions 
I  would  like  to  from  my  colleague  and  Senator  Hruska  and  Dr.  Harris 
because  of  consideration  for  other  witnesses,  and  I  will  observe  that 
rule  throughout  the  day. 

You  have  made  some  very  important  ])oints  in  addition  to  what  the 
distinguished  chairman.  Senator  Thurmond  has  just  pointed  out. 
Is  it  not  true  our  real  spending  ])roblem  does  not  evolve  around  general 
govermnent  but  around  the  philosophy  of  providing  for  citizens.  Is 
not  that  correct  ? 

Dr.  Freem.\x.  That  is  absolutely  coi-rect,  Senator.  The  fact  that  we 
have  increasingly  shifted  resi)onsibility  from  the  individual  or  the 
family  or  the  locality  to  the  Federal  Government  where  the  money 
seems  to  come  for  free  is  at  the  coie  of  it  all,  and  the  more  some  groups 
o-et  it,  the  more  other  groups  want  it  too.  It  seems  to  be  very  inviting. 
I  think  it  just  whets  the  appetite.  There  is  simply  no  limit  here,  and 
we  see  the  example  in  some  countries  that  have  gone  even  farther  than 
we  have,  such  as  Great  Britain,  which  is  in  very  dire  straits. 

Senator  Curtis.  In  a  little  publication  called  "The  I^.S.  Budget 
in  Bi-ief"  that  is  gotten  out  once  a  year,  in  the  front  page  they 
have  a  diagi-am  of  where  the  tax  dollar  goes.  It  shows  that  89  cents 
of  the  tax'' dollar  goes  to  benefits  to  individuals,  16  cents  goes  to 
States  and  localities,  which  makes  a  total  of  54  cents.  The  States 
and  localities  pass  on  to  individuals  5  cents  of  that  so  individuals  are 
S-etting  44  cents  out  of  every  dollar,  and  then,  when  we  add  the  neces- 
sary cost  of  defense,  which  has  been  declining,  the  interest  on  the 
national  debt,  o-oneral  government  does  not  take  a  bic;  part  of  it. 

Dr.  FREK:\r,vx.  It  is  not  general  o-overnment.  sir.  In  fact,  this  has 
basically  changed  the  nature  of  the  Federal  Government.  Originally 
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government  was  intended  to  provide  protection  against  foreign  ene- 
mies and  security  within  the  country,  and  to  set  the  rules  for  civil 
transactions  and  settle  disputes  among  the  citizens. 

Government,  I  believe,  has  neglected  its  responsibility  for  internal 
security  and  in  consequence  have  been  increasing  rapidly  over  the 
years.  Our  defense  position  today  is  far  worse  than  it  was  20  to  25 
years  ago  when  we  were  at  the  apex  of  our  power.  The  Government  has 
expanded  and  changed  its  nature  to  assume  many  responsibilities 
which  formerly  were,  and  I  believe  should  be,  in  the  individual's  field. 

Senator  Cuktis.  You  cited  some  very  dramatic  figures  comparing 
the  rate  of  inflation  from  1055  to  1965  with  1965  to  1975,  would  you 
repeat  that  ? 

Dr.  Freeman.  The  Consumer  Price  Index  increased  from  1955  to 
1975  by  18  percent. 

Senator  Curtis.  You  mean  to  1965. 

Dr.  Freemax.  I  am  sorry,  1965.  From  1955  to  1965  by  18  percent; 
from  1965  to  1975  by  70  percent.  It  is  at  four  times  the  rate. 

Senator  Curtis.  If  something  effective  and  emphatic  is  not  done, 
are  we  apt  to  continue  from  1975  to  1985  on  the  course  that  has  been 
in  opei-ation  the  last  10  years  ^ 

Dr.  Free:max.  There  seems  to  be  nothing  in  the  making  right  now 
that  would  change  the  trends.  In  fact,  the  pressures  are,  if  anything, 
increasing  for  various  progi-ams,  either  current  ])rograms  to  be  ex- 
])anded,  oi'  new  ])rograms  to  be  enacted.  I^nless  something  very  drastic 
is  done,  I  see  no  power  that  would  sto]:»  or  reverse  or  arrest,  or  even 
slow  down,  the  present  trend. 

Senator  Curtis.  One  of  the  very  encouraging  things  about  this 
activity  we  are  engaged  in  is  the  great  support  at  the  grassroots.  I 
find  that  surveys  indicate  that  individuals  in  all  walks  of  life  and 
individuals  in  various  economic  levels  are  concerned  about  Federal 
spending  and  the  evils  that  result  therefrom,  and  I  believe  that  as  so 
often  happens,  Washington  is  way  behind  the  country  in  catching 
up  on  the  thinking  of  the  people. 

Dr.  Free:man.  Yes,  and  I  hope  it  will  be  brought  home  to  Wash- 
ington. If  sufficient  attention  is  beino-  given  to  what  is  happening,  the 
people  become  sufficiently  concerned  with  what  it  will  lead  to  if  the 
trends  in  the  policies  are  not  changed. 

Senator  Ci^rtis.  Thank  you  very  much. 

Dr.  Freemax.  Thank  vou. 

Senator  Thurmoxd.  Dr.  Freeman,  I  willask  you  one  more  question. 

Dr.  Freemax'.  Yes,  sir. 

Senator  Titt-rmoxd.  There  are  various  reasons  assigned  for  inflation, 
hnt  I  believe  it  is  vour  position,  and  I  think  you  pointed  it  up  here, 
that  inflation  results  from  excessive  and  irresponsible  Federal  spend- 
in.o' :  is  that  correct  ? 

Dr.  Free^nfax.  To  a  larae  extent,  yes. 

Senatoi'  Tin  rimoxd.  To  a  large  extent  more  than  anythino:  else  ? 

Dr.  FREE:\rAX.  It  is  not  the  onlv  reason,  but  it  is  the  major  I'eason. 

Senator  Tin^Rivrox-D.  That  is  fine.  Thank  you  very  much. 

Di-.  Freemax'.  Thank  vou,  sir. 

Senator  TiTUR^vrox'n.  Our  next  witness  here  is  INIr.  F.  J.  Faulkner, 
insuT'ance  company  ]ii'esident  from  Lincoln,  Nebr.  Mr.  Faulkner, 
would  vou  come  around. 
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STATEMENT  OF  EDWIN  J.  FAULKNER,  PRESIDENT,  WOODMEN 
ACCIDENT  &  LIFE  CO.,  LINCOLN,  NEBR. 

Mr.  Faulkxkr.  Thank  vou,  Mr.  Chairman,  and  Senator  Curtis.  My 
name  is  Edwin  J.  Faulkner.  I  am  president  of  Woodmen  Accident  & 
Life  Co.,  a  mutual  life  and  health  insurer,  whose  home  office  is  in 
Lincoln,  Xebr.  I  thank  the  committee  for  its  courtesy  in  permitting:  me 
to  testify  in  support  of  the  enactment  of  Senate  Joint  Kesolution  55. 
I  wish  to  emphasize,  sir,  that  the  testimony  that  I  shall  present  reflects 
my  personal  views  as  a  concerned  citizen  and  as  a  businessman  who  for 
40  years  has  had  the  responsibility  of  helpino-  people  achieve  a  measure 
of  earned  security  throuofh  private  life  and  health  insurance.  I  do  not 
assert  that  these  views  necessarily  coincide  with  those  of  every  insurer. 
The  business  of  private  life  and  health  insurance,  on  which  some 
190  million  Americans  depend  for  an  important  part  of  their  financial 
security,  is  one  that  involves  commitments  that  extend  far  into  the 
future."  People  save  to  provide  themselves  and  their  families  protec- 
tion, throu<;h  insurance  companies,  a^-ainst  the  financial  consequences 
of  living  too  lon^,  dyin^  too  soon,  or  beinp;  disabled.  They  are  willing 
to  save  in  reliance  oil  the  assumption  that  the  dollars  that  the  insurer 
promises  for  future  delivery  will  be  dollars  whose  purchasing  power 
lias  not  been  destroyed. 

Until  1965,  this  was  a  sound  assumption  ;  but  during  the  past  decade, 
we  have  witnessed  a  rapid  erosion  in  the  dollar's  value  because  of  an 
abandonment  of  the  principle  of  Federal  fiscal  integrity  and  the  prac- 
tice of  a  balanced  budget. 

Since  others,  who  liave  appeared  before  the  subcommittee,  have 
documented  the  terrifying  and  accelerating  increases  in  Federal  def- 
icits reaching  the  astonishing  sum  of  an  estimated  $70  billion  for 
fiscal  year  1976  on  top  of  a  $44  billion  deficit  in  fiscal  1975,  I  shall  not 
repeat  the  record.  It  is  well  known,  and  I  am  sure  of  great  concern  to 
you. 

As  one  looks  back  across  the  years,  it  is  informative  of  our  present 
economic  difficulties  to  discern  liow  the  world's  mightiest  nation  came 
to  its  current  impasse.  In  the  wake  of  the  Great  Depression  of  the 
19.30's,  the  Federal  Government  in  a  policy  designed  to  alleviate 
human  distress  and  regenei-ate  the  economy  undertook  to  assume  much 
greater  responsibilities  for  individual  welfare  and  to  assert  a  dominant 
role  in  the  management  of  the  economy.  No  matter  how  humanely 
intended,  these  measures  were  largely  ineffective,  and  it  took  our 
involvement  in  World  War  II  to  reestablish  a  robust  domestic 
economv. 

However,  the  seeds  of  the  attitude  that  tlie  answer  to  every  problem 
resides  in  Federal  regulation,  preemption,  and  largess  had  been 
planted.  Despite  this,  in  the  two  decades  following  World  War  II,  the 
resurgence  of  an  economy  producing  for  peace  proceeded  at  such  a  rate 
that  it  was  able  to  sustain  the  increasing  financial  burdens  shouldered 
by  the  Federal  Government.  In  1965,  the  tragic  mistake  was  made  of 
assuming  that  our  Nation  could  pay  the  costs  of  the  war  in  Southeast 
Asia  and  vastly  expand  already  "massive  social  welfare  programs 
without  compensating  increases  in  taxes.  These  costs,  of  course,  have 
been  paid  and  will  be  paid,  not  fi-om  a  forthrightly  levied  tax  which 
permits  the  taxpayer  to  evaluate  the  programs  for  which  he  is  paying, 
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but  by  inflation — the  cruelest,  most  pervasive,  and  regressive  tax  of 
all.  Since  1965,  with  the  exception  of  a  single  year,  the  Federal  Gov- 
ernment has  operated  in  the  red.  It  has  balanced  income  and  outgo 
each  year  by  borrowing  the  shortfall  in  revenues,  thus  placing  a 
heavier  and  heavier  mortgage  on  the  Nation's  future. 

The  interest  service  alone  of  that  mortgage  is  now  costing  us  $36 
billion  annually.  The  cost  to  every  American  of  this  long-continued 
Federal  fiscal  irresponsibility  is  revealed  in  the  meteoric  rise  in  the 
costs  of  living  and  doing  business.  According  to  the  U.S.  Department 
of  Labor  indexes,  with  the  year  1967  equal  to  100,  wholesale  prices 
have  risen  from  96.6  in  1965  to  176.7  in  August  1975.  In  the  same  time- 
span,  the  Consumer  Price  Index  rose  from  94.5  to  162.8.  Thus,  in  the 
decade,  wholesale  prices  were  up  83  percent  and  consumer  prices  up 
72  percent. 

A  trained  economist  might  prefer  a  more  elegant  and  esoteric  def- 
inition, but  to  me  inflation  is  simply  the  condition  in  which  too  many 
dollars  are  chasing  too  few  goods  and  services  with  consequent  escala- 
tion of  prices.  In  1913,  we  established  the  Federal  Reserve  System 
among  whose  principal  responsibilities  is  regulation  and  control  of  the 
supply  of  money  and  ci-edit.  For  the  most  part,  the  Federal  Reserve 
has  served  well,  but  its  freedom  to  pursue  judicious  and  desirable 
courses  of  action  to  maintain  stable  prices  has  been  hamstrung  by  the 
necessity  of  funding  the  recuri'ent  Federal  deficits.  The  result  has  been 
a  long-term  trend  in  the  expansion  of  money  and  credit  in  excess  of 
the  needs  of  the  economy  and  additions  to  the  burdensome  costs  of 
Government — all  of  which  is  directly  responsible  for  the  major  in- 
flationary thrust. 

Inflation  feeds  upon  itself.  There  is  no  universally  available  means 
by  which  it  is  possible  to  cope  with  inflation,  and  the  mere  existence 
of  widely  held  inflationary  expectations  exacerbates  the  problem.  For 
example,  from  time  immemorial,  interest,  the  charge  made  by  lenders 
for  the  use  of  money,  has  been  3  percent  to  3i/>  percent  plus  the  rate 
of  inflation  then  prevailing.  As  lenders  look  ahead  and  see  no  assurance 
that  inflation  will  be  contained,  they  seek  to  preserve  their  capital  by 
insisting  upon  higher  yields.  Far  fi-om  being  a  cause  of  inflation,  de- 
plorably high  interest  rates  are  a  result,  just  as  surely  as  $4.25  per 
bushel  wheat  is  a  result,  not  a  cause,  of  inflation. 

In  like  vein,  when  the  laboring  man  demands  increases  in  wages  and 
fringe  benefits  that  have  little  or  no  relationship  to  increases  in  pro- 
ductivity, he  is  reacting  to  inflation  realized  or  expected.  In  both  in- 
stances, the  effect  on  the  economy  is  a  depressing  one. 

For  several  years,  the  Congress  and  the  American  people  have  been 
alarmed  by  the  rapid  rise  in  health  care  costs.  Critics  who  gravitate  to 
easy  answers  to  complex  problems  accuse  the  providers  of  care  and 
blame  the  system.  The  fact  is  that  health  care  costs  have  zoomed 
primarily  because  of  the  inflation  caused  by  unsound  Federal  fiscal 
and  monetary  policies.  For  example,  65  percent  to  70  percent  of  the 
cost  of  providing  a  patient  day  of  care  in  a  general  hospital  is  the  cost 
of  labor.  In  a  labor  market  where  wages  reacting  to  inflation  have 
been  increasing  from  8  percent  to  12  percent  or  more  a  year,  hospitals 
have  had  to  meet  the  competition,  and  these  higher  costs  are  passed 
through  to  the  patient. 
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Probably  the  most  pitiful  victims  of  inflation  are  our  older  people, 
widows  and  orphans,  all  those  who  are  livino:  on  fixed  incomes.  By 
their  providence  and  self-denial  over  a  lifetime  of  savinof,  these  senior 
citizens  accumulated  a  modest  estate  which,  without  inflation,  would 
have  permitted  them  to  live  out  their  years  in  dignity  and  reasonable 
comfort.  But  for  many,  inflation  has  reduced  their  lot  to  little  better 
than  one  of  mere  survival. 

Congress,  reacting  to  the  impact  of  inflation  on  our  principal  class 
of  pensioners,  social  security  recipients,  enacted  ad  hoc  increases  in 
benefits  eft'ective  in  1965,  1968,  1970,  1971,  and  1972.  These  increases 
exceeded  the  increase  in  living  costs  during  those  years.  Additionally, 
in  1972,  the  Congress  incorporated  in  the  social  security  law  formulas 
by  which  it  was  expected  that  future  adjustments  in  the  level  of  bene- 
fits and  social  security  taxes,  triggered  by  changes  in  prices  and  aver- 
age earnings,  would  be  achieved  without  further  legislation.  The  first 
automatic  increase  became  effective  this  year. 

It  was  my  privilege,  ]Mr.  Chairnum,  to  serve  as  a  member  of  the  Ad- 
visory Council  on  Social  Security  whose  report  was  filed  with  the  Con- 
gress" is  March  of  this  year.  That  experience  (piickened  by  understand- 
ing of  how  the  manner  in  which  price  rises  have  outpaced  increases  in 
average  earnings  poses  a  serious  threat  to  the  solvency  of  the  social 
security  system  unless  the  Congress  takes  timely  action  to  raise  social 
security  taxes  by  at  least  1  percent  of  taxable  wages  and  remedies  the 
defects  that  exist  in  the  so-called  automatic  benefit  adjustment  factors. 

In  the  last  analysis,  I  think,  sir,  that  no  one  would  deny  that  na- 
tional prosperity,  as  well  as  individual  welfare,  depend  ultimately 
upon  the  production  of  goods  and  services,  A  healthy,  growing  and 
productive  economy  is  the  source  of  jobs,  of  profits,  of  tax  revenues, 
national  security,  and  an  acceptable  standard  of  living.  When  our  real 
gross  national  product  falters  or  stagnates,  every  segment  of  our  so- 
ciety suffers.  It  is  private  enterprise,  not  government,  that  is  the  engine 
of  production.  Government  can  take  from  one  and  give  to  another, 
but  adds  nothing  to  national  productivity.  Funds  siphoned  off  by  gov- 
ernment are  capital  that  the  economy  sorely  needs  for  investment  to 
provide  jobs,  goods  and  services.  On  the  average  to  provide  one  job  in 
connnerce,  industry  or  agriculture,  there  must  be  an  investment  of 
more  than  $'2r),0()0  in  plant  and  equipment.  Today  we  are  told  that  in 
order  to  approach  our  economic  potential,  the  staggering  sum  of  $41/^ 
tiillion  must  be  accumulated  and  invested  in  the  next  10  years.  At 
present,  our  tax  structure  peiuilizes  savings,  profits,  and  capital  accu- 
nudation  and  encourages  spending  for  consumption.  Because  of  this, 
(•ai)ital  fundraising  is  difficult,  expensive,  and.  except  for  the  most 
credit-worthy  enter])rises,  sometimes  impossible.  The  competition  of 
government  for  such  funds  has  become  an  added  obstacle  to  raising 
ca))ital  for  States,  municipalities  and  ])rivate  business. 

In  1974,  the  Federal  Government  took  $12  billion  out  of  a  total  of 
$180  billion  raised  from  the  credit  markets.  In  the  second  quarter  of 
1975,  Federal  credit  denumds  soared  to  a  $98  billion  annual  rate  out  of 
total  annual  fundraising  of  $210  billion.  Over  the  past  10  years.  Gov- 
ernment spending,  including  transfer  pavments,  has  been  expanding  at 
a  9-percent  annual  rate,  wliich  is  more  than  double  the  4-percent  rate 
for  the  private  economy.  The  growth  of  Government  spending  lies  at 
the  heart  of  the  strains  on  the  capital  market.  Since  the  Federal  Gov- 
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ernment  will  see  to  it  that  its  capital  needs  are  satisfied  first,  as  these 
needs  burgeon  because  of  recurrent  deficits  and  their  inflation  seque- 
lae, the  private  sector  is  threatened  with  the  inability  to  raise  the  capi- 
tal it  so  badly  needs.  We  have  been  consuming  our  seed  corn  for  some 
years  by  our  failure  to  save  and  invest  enough  to  maintain  and  en- 
hance our  productivity  capacity.  Unless  major  steps  are  taken 
promptly  to  arrest  preemption  of  the  capital  markets  by  the  Govern- 
ment, the  attrition  of  the  economy  will  only  intensify. 

Senate  Joint  Resolution  55,  calling  for  a  constitutional  amendment 
to  require  balanced  Federal  budgets  except  in  times  of  a  declared  na- 
tional emergency,  proposes  a  sound  and  workable  way  to  return  the 
Government  to  a  program  of  fiscal  integrity.  Its  enactment  would  im- 
mediately defuse  inflationary  expectations,  and  its  operation  Avould 
lay  the  foundation  on  which  long-continued  stability,  progress  and 
prosperity  could  be  achieved.  The  burdens  of  the  public  sector  would 
be  diminished  as  the  private  sector  would  assume  its  historic  role  of 
providing  more  and  better  jobs,  a  greater  flow  of  better  goods  and 
services,  a  higher  standard  of  living,  and  not,  incidentally,  a  greater 
flow  of  tax  revenues. 

If,  to  some,  the  proposal  seems  objectionable  because  it  would  reduce 
congressional  freedom  of  action,  let  it  be  remembered  that  ours  is  a 
government  of  delegated  and  reserved  powers,  a  government  of  checks 
and  balances.  The  Constitution  has  always  contained  limitations  on 
what  the  various  branches  of  government  may  and  may  not  do.  It 
would  seem  to  me  that  the  Congress  should  welcome  this  constitutional 
bulwark  to  its  determination  to  govern  wisely. 

We  well  know  of  the  insistent  pressure  of  special  interest  groups  on 
every  Member  of  the  Congress  in  support  of  particular  projects.  Many 
of  these  projects  are  highly  desirable,  but  in  their  promotion  their 
advocates  too  frequently  are  guilty  of  tunnel  vision  and  are  oblivious 
to  the  cumulative  effect  of  countless  such  progi-ams  on  our  Govern- 
ment's credit  and  the  economy. 

To  those  who  would  argue  that  by  i-educing  the  flexibility  of  fiscal 
policy  we  hamper  management  of  the  economy,  I  would  respond  that 
by  stabilizing  one  of  the  current  variables  with  which  the  managers 
must  contend,  we  free  the  Federal  Reserve  to  implement  monetary 
and  credit  policy,  the  other  variable,  in  a  far  more  effective  manner 
than  has  been  possible  when  the  Federal  Reserve  action  has  been 
straightjacketed  by  the  necessity  of  funding  Federal  Government 
deficits.  The  Congress  is  to  be  commended,  sir,  for  taking  the  first  step 
toward  exercising  fiscal  responsibility  by  adopting  the  Congressional 
Budget  and  Impoundment  Control  Act  of  197-f.  Passage  of  Senate 
Joint  Resolution  55  is  clearly  the  next  step  which  should  be  taken. 

Former  Secretary  of  Health,  Education,  and  Welfare.  Hon.  Cas- 
par W.  Weinberger,  in  his  valedictoiy  addi'ess  before  retiring  from 
Federal  service  last  July,  connnented  to  the  Conunoiiwealtli  Club  of 
San  Francisco  that,  and  I  quote  : 

My  single  overriding  observation  after  tliese  years  in  Washington  is  of  the 
growing  danger  of  an  all-pervasive  Federal  Government.  T^nless  checked,  that 
growth  may  take  from  us  onr  most  iirecions  personal  freedoms.  It  also  threatens 
to  shatter  the  foundations  of  our  economic  syst;^m.  When  I  came  to  AVashington 
in  1970.  the  Fecleral  budget  outlay  stood  at  .'piOG.f)  billion.  It  is  now  $3.5S.!)  billion, 
an  increase  of  S3  percent.  Apart  from  its  sheer  magnitude  the  most  noteworthy 
thing  about  this  trend  is  that  Federal  spending  has  shifted  away  from  tradi- 


147 

tional  Federal  functions  such  as  defense  and  toward  programs  that  reduce  the 
remaining  freedom  of  individuals  and  lessen  the  power  of  other  levels  of  gov- 
ernment. There  is  an  overriding  danger  inherent  in  the  growth  of  an  American 
welfare  state.  The  danger  simply  is  that  we  may  undermine  our  whole  economy. 
If  social  programs  continue  growing  for  the  next  two  decades  at  the  same  pace 
they  have  in  the  last  two.  we  will  spend  more  than  half  of  our  whole  Gross 
National  Product  for  domestic  social  programs  alone  by  the  year  2000. 

That  is  the  end  of  the  quotation. 

I  most  earnestly  ur^e  upon  you.  ]Mr.  Chairman,  and  your  colleagues 
in  the  Congress  that  heroic  measures  nnist  be  undertaken  to  end  re- 
current Federal  deficits  with  their  inevitable  inflationary  impact.  Un- 
less Ave  face  up  to  this  responsibility  now,  the  American  dream  will 
be  lost  forever. 

Thank  you,  sir. 

Senator  Thurmoxd.  ]Mr.  Faulkner,  I  want  to  thank  you  very  much. 
You  made  an  excellent  statement.  We  are  delighted  to  have  you  with 
us.  You  come  from  a  State  that  has  two  of  the  best  Senators  in  the 
U.S.  Senate. 

]Mr.  Faulkxer.  We  believe  so,  Senator. 

Senator  Tiiurmoxd.  Senator  Hruska  and  Senator  Curtis. 

Senator  Curtis.  Mr.  Faulkner,  as  deficits  grow  and  grow,  you  have 
pointed  out  that  in  order  to  finance  those.  Government  takes  a  larger 
and  larger  share  of  the  credit  and  the  money  that  is  available.  Is  that 
correct  ? 

]Mr.  Faulkxer.  Yes,  sir. 

Senator  Cfrtis.  Then,  when  that  is  exhausted  or  depleted  and  Amer- 
ican enterprise  needs  to  expand  to  meet  the  national  need,  the  inevi- 
table suggestion  is  put  forth  that  the  Government  will  have  to  move 
in  and  finance  an  activity  that  should  ordinarily  be  carried  on  by  pri- 
vate enterprise,  is  that  not  correct  ? 

Mr.  Faulkxer.  That  is  correct. 

Senator  Curtis.  So  the  next  step  in  large  government,  in  deficit 
government,  is  the  growth  of  socialism,  is  that  correct  ? 

Mr.  Faulkxer.  Inevitably.  Senator,  just  inevitably.  If  the  savings 
that  can  be  accumulated  through  the  private  sector  are  siphoned  off  by 
government,  there  is  nothing  left  for  private  enterprise  with  which 
to  build  jobs,  to  improve  plant,  to  better  output. 

Another  i-esult  is  that  everything  is  owned  by  the  Federal 
Government. 

Senator  Curtis.  And  that,  no  doubt,  is  what  Secretary  Weinberger 
had  in  mind  when  he  warned  of  the  threat  of  it  undermining  our 
verv  economic  system. 

Mr.  Faulkxer.  Yes;  as  he  pointed  out  in  his  splendid  addiTss  to 
tlie  Commonwealth  Club,  if  tlie  pi-esent  tivnd  contimies,  half  of  the 
American  jieople  will  be  working  to  support  the  other  half.  That  would 
be  intolerable.  It  would  mean  the  end  of  private  enterprise.  It  would 
mean  that  America  had  become  a  totally  collectivistic  nation. 

Senatoi-  Curtis.  Now,  when  Congress  moves  in  the  direction  of 
more  Federal  programs  and  to  more  Government,  it  may  be  believed 
bv  some  that  Conaress  is  giving  good  things  to  tlie  people,  but  actually 
that  is  not  ti'ue.  Thev  ai'e  taking  away  fi-om  the  people,  are  they  not? 

Mr.  Faulkxer.  That  is  quite  so.  sir.  To  the  extent  that  Federal  law 
or  regulation  interferes  with  the  proper  functioning — I  emphasize 
proper — -proper  functioning  of  private  enterprise,  it  diminishes  job 
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opportunities,  and  it  lowers  the  standard  of  living  for  us  all. 

Senator  Curtis.  One  other  point — you  made  many  wonderful 
points — but  one  other  point  I  would  like  to  stress  is  your  point  that 
over  a  period  of  time,  the  interest  rate  that  we  have  to  pay  is  ?A/2  per- 
cent plus  the  rate  of  inflation. 

Mr.  Faulkxer.  That  is  correct,  sir. 

Senator  Curtis.  In  other  words,  if  we  had  stability  of  our  money, 
we  could  again  be  boi-rowing  for  needed  purposes  within  our  private 
enterprise  system  for  about  0I/2  percent. 

Mr.  Faulkxer.  Yes,  sir,  I  have  seen  that  time,  and  you  have  too, 
and  I  hope  we  can  see  it  again.  If  prices  are  stable,  if  lenders  feel  that 
the  future  holds  stability,  that  the  capital  will  not  be  destroyed  by 
inflation,  historically  they  have  been  able  and  willing  to  lend  at  314 
percent  and  can  do  so  again. 

Senator  Curtis.  As  a  matter  of  fact,  some  insurance  companies,  not 
yours,  made  the  mistake  of  guaranteeing  loans  to  their  i^olicyholders 
at,  say,  4  percent 

Mr.  Faulkxer.  Yes,  sir. 

Senator  Curtis  [continuing].  Back  in  the  days  before  we  had  this 
terrific 

Mr.  Faulkxer.  "Well,  of  course  under  the  life  insurance  contracts 
that  have  been  issued,  there  is  a  guranteed  rate  of  interest,  currently 
5  or  6  percent  for  policy  loans. 

Senator  Curtis.  Well,  I  did  not  mean  to  invade  the  held  of  how  to 
run  an  insurance  company,  but  as  citing  the  fact  that  before  the  most 
modern  trends  in  inflation,  individuals  had  opportunities  and  guaran- 
teed opportunities  to  borrow  money  at  very  reasonable  rates. 

Statement  of  Edwin  .7.  Faulkner 

Mr.  Chairman,  my  name  is  Edwin  J.  Faulkner.  I  am  president  of  Woodmen 
Accident  and  Life  Company,  a  mutual  life  and  health  insurer,  whose  home  office 
is  in  Lincoln.  Nebraska.  I  thank  the  subcommittee  for  its  courtesy  in  permitting 
me  to  testify  in  support  of  the  enactment  of  Senate  Joint  Resolution  55.  I  wish 
to  emphasize  that  the  testimony  that  I  shall  present  reflects  my  personal  views 
as  a  concerned  citizen  and  as  a  busine.ssman  who  for  40  years  has  had  the  respon- 
sibility of  helping  people  achieve  a  measure  of  earned  security  through  private 
life  and  health  insurance.  I  do  not  assert  that  these  views  necessarily  coincide 
with  those  of  every  insurer. 

The  business  of  i)rivate  life  and  health  insurance,  on  which  some  19(>  million 
Americans  depend  for  an  important  part  of  their  financial  security,  is  one  that 
involves  commitments  that  extend  far  into  the  future.  I'eople  save  to  provide 
themselves  and  their  families  protection,  through  insurance  companies,  against 
the  tina^ncial  consequences  of  living  too  long,  dying  too  soon,  or  I»eing  disabled. 
They  are  willing  to  save  in  reliance  on  the  assumption  that  the  dollars  that  the 
insurer  promises  for  future  delivery  will  be  dollars  whose  purchasing  power 
has  not  been  destroyed.  Until  1965.  this  was  a  sound  assumption :  but  during  the 
past  decade,  we  have  witnessed  a  rapid  erosion  in  the  dollar's  value  because  of 
an  abandonment  of  the  principle  of  Federal  fiscal  integrity  and  the  practice  of 
a  balanced  budget. 

Since  others  who  have  appeared  before  the  subcommittee  have  dociunented  the 
terrifying  and  accelerating  increases  in  Federal  deficits  reaching  the  astonish- 
ing sum  of  an  estimated  $70  billion  for  fiscal  year  1976  on  to])  of  a  .$-44  billion 
deficit  in  fiscal  1975.  I  shall  not  repeat  the  record.  It  is  well  known  and.  I  am 
sure,  of  great  concern  to  you. 

As  one  looks  back  across  the  years,  it  is  informative  of  our  present  economic 
difficulties  to  discern  how  the  world's  mightiest  nation  came  to  its  current  im- 
passe. In  the  wake  of  the  Great  Depression  of  the  1930"s.  the  Federal  Govern- 
ment in  a  policy  designed  to  alleviate  human  distress  and  regenerate  the  economy 
undertook  to  assume  much  greater  responsibilities  for  individual  welfare  and  to 
assert  a  dominant  role  in  the  management  of  the  economy.  Xo  matter  how 
liumanely   intended,   these  measures  were  largel.v  ineffective,   and  it  took  our 
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involvement  in  World  War  II  to  reestablish  a  robust  domestic  economy.  How- 
ever, the  seeds  of  the  attitude  that  the  answer  to  every  problem  resides  in  Federal 
regulation,  preemption  and  largess  had  been  planted.  Despite  this,  in  the  two 
decades  following  World  War  II,  the  resurgence  of  an  economy  producmg  for 
peace  proceeded  at  such  a  rate  that  it  was  able  to  sustain  the  increasing  finan- 
cial burdens  shouldered  by  the  Federal  Government.  In  1965,  the  tragic  mistake 
was  made  of  assuming  that  our  nation  could  pay  the  costs  of  the  war  in  South- 
east Asia  and  vastly  expand  already  massive  social  welfare  programs  without 
compensating  increases  in  taxes. 

These  costs,  of  course,  have  been  paid  and  will  he  paid,  not  from  a  torth- 
rightly  levied  tax  which  permits  the  taxpayer  to  evaluate  the  programs  for 
which"  he  is  paving,  but  by  intlation— the  cruelest,  most  pervasive  and  regressive 
tax  of  all.  Since  1965,  with  the  exception  of  a  single  year,  the  Federal  Govern- 
ment has  operated  in  the  red.  It  has  balanced  income  and  outgo  each  year  by 
borrowing  the  shortfall  in  revenues,  thus  placing  a  heavier  and  heavier  mortgage 
on  the  nation's  future.  The  interest  service  alone  on  that  mortgage  is  now  cost- 
ing us  .$35  billion  annually.  The  cost  to  eveiy  American  of  this  long-continued 
Federal  fiscal  irresponsibility  is  revealed  in  the  meteoric  rise  in  the  costs  of 
living  and  doing  business.  According  to  the  U.S.  Department  of  Labor  indices 
(with  the  year  1967  equal  to  100),  wholesale  prices  have  risen  from  96.6  in  1965 
to  176.7  in' August  1975.  In  the  same  time  span,  the  Consumer  Price  Index  rose 
from  94.5  to  162..S.  Thus,  in  the  decade,  wholesale  prices  were  up  83  percent,  and 
consumer  prices  up  72  percent. 

A  trained  economist  might  prefer  a  more  elegant  and  esoteric  definition,  but  to 
me  inflation  is  simply  the  condition  in  which  too  many  dollars  are  chasing  too 
few  goods  and  services  with  conse(iuent  escalation  of  prices.  In  1913  we  estab- 
lished the  Federal  Reserve  System  among  whose  principal  responsibilities  is 
regulation  and  control  of  the  supply  of  money  and  credit.  For  the  most  part,  the 
Federal  Reserve  has  served  well,  but  its  freedom  to  pursue  judicious  and  desira- 
ble courses  of  action  to  maintain  stable  prices  has  been  hamstrung  by  the  neces- 
sity of  funding  the  recurrent  Federal  deficits.  The  result  has  been  a  long-term 
trend  in  the  expansion  of  money  and  credit  in  excess  of  the  needs  of  the  economy 
and  additions  to  the  l)urdensome  costs  of  government — all  of  which  is  directly 
responsible  for  the  major  inflationary  thrust. 

Inflation  feeds  upon  itself.  There  is  no  universally  available  means  by  which 
it  is  possible  to  cope  with  inflation,  and  the  mere  existence  of  widely-held  infla- 
tionary expectations  exaeerliates  the  proldem.  For  example,  from  time  immem- 
orial, interest,  the  charge  made  by  lenders  for  the  use  of  money,  has  been  3  to 
31/.  percent  plus  the  rate  of  inflation  then  prevailing.  As  lenders  look  ahead  and 
see  no  assurance  that  inflation  will  be  contained,  they  seek  to  preserve  their 
capital  by  insisting  upon  higher  yields.  Far  from  l)eing  a  cause  of  inflation, 
deplorably  high  interest  rates  are  a  result,  just  as  surely  as  .$4.25  per  bushel 
wlieat  is  a  result,  not  a  cause,  of  inflation.  In  like  vein,  when  the  laboring  man 
demands  increases  in  wages  and  fringe  benefits  that  have  little  or  no  relation- 
ship to  increases  in  productivity,  he  is  reacting  to  inflation  realized  or  expected. 
In  lioth  instances,  the  effect  on  tiie  economy  is  a  depressing  one. 

For  several  years,  the  Congress  and  the  American  people  have  been  alarmed 
by  the  rapid  rise  in  health  care  costs.  Critics  who  gravitate  to  easy  answers  to 
complex  problems  accuse  the  providers  of  care  and  l>lame  the  system.  The  fact 
is  that  health  care  costs  have  zoomed  primarily  Itecause  of  the  inflation  caused 
by  unsound  Federal  fiscal  and  monetary  i)olicies.  For  example,  65  to  70  percent 
of  the  cost  of  providing  a  patient  day  of  care  in  a  general  hospital  is  the  cost 
of  labor.  In  a  lalK)r  market  where  wages  reacting  to  inflation  have  l)een  increa.s- 
ing  from  S  to  12  percent  or  more  a  year,  hospitals  have  had  to  meet  the  competi- 
tion and  these  higher  costs  are  passed  through  to  the  patient. 

Probably  the  most  pitiful  victims  of  inflation  are  our  older  people,  widows 
and  orphans,  all  those  who  are  living  on  fixed  incomes.  By  their  providence  and 
self-denial  over  a  lifetime  of  saving,  these  senior  citizens  accumulated  a  modest 
estate  which  without  inflation  would  have  permitted  them  to  live  out  tlieir  years 
in  dignity  and  reasonable  comfort.  But  for  many,  inflation  has  reduced  their  lot 
to  little  better  than  one  of  mere  survival.  Congress,  reacting  to  the  impact  of 
inflation  on  our  principal  class  of  pensioners.  Social  Security  recipients,  enacted 
ad  hoc  increases  in  benefits  effective  in  1965.  196S.  1970.  1971  and  1972.  These 
increases  exceeded  tlie  increase  in  living  costs  during  those  years.  Additionally, 
in  1972.  the  Congress  incorporated  in  the  Social  Security  law  formulae  by  which 
it  was  expected  that  future  adjustments  in  the  level  of  benefits  and  Social  Seen- 
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ritv  taxes  triggered  by  changes  in  prices  and  average  earnings,  would  be  achieved 
without  further  legislation.  Tlie  first  automatic  increase  became  effective  this 

'  it  w^as  my  privilege  to  serve  as  a  member  of  the  Advisory  Council  on  Social 
Security  wliose  report  was  filed  with  the  Congress  in  ]\Iarch  of  this  year.  Tliat 
experience  quickened  my  understanding  of  how  the  manner  in  which  price  rises 
have  outpaced  increases  in  average  earnings  poses  a  serious  threat  to  the  solvency 
of  the  Social  Securitv  Svstem  unless  the  Congress  takes  timely  action  to  raise 
Social  Security  taxes"  by  at  least  1%  of  taxable  wages  and  remedies  the  defects 
that  exist  in  tlie  so-called  automatic  benefit  adjustment  factors. 

In  the  last  analysis.  I  think  no  one  would  deny  that  national  prosperity,  as  well 
as  individual  welfare,  depend  ultimately  upon  the  production  of  goods  and 
services.  A  healthy,  growing  and  productive  economy  is  the  source  of  jobs,  of 
profits,  tax  revenues,  national  security,  and  an  acceptable  standard  of  living. 
When  our  real  gross  national  product  falters  or  stagnates,  every  segment  of  our 
society  suffers.  It  is  private  enterprise,  not  government,  tliat  is  the  engine  of 
production.  Government  can  take  from  one  and  give  to  another,  but  adds  nothing 
to  national  productivity.  Funds  siphoned  off  by  government  are  capital  that  the 
economy  sorely  needs  for  investment  to  provide  jobs,  goods  and  services.  On  the 
average  to  provide  one  job  in  commerce,  industry  or  agriculture,  there  must  be 
an  investment  of  more  than  $25,000  in  plant  and  equipment.  Today  we  are  told 
that  in  order  to  approach  our  economic  potential,  the  staggering  sum  of  $4^2 
trillion  must  be  accumulated  and  invested  in  the  next  ten  years.  At  present,  our 
tax  structure  penalizes  savings,  profits  and  capital  accumulation  and  encourages 
spending  for  consumption.  Because  of  this,  capital  fund-raising  is  difficult, 
expensive  and.  except  for  the  most  credit-worthy  enterprises,  sometimes  impos- 
sible. The  competition  of  government  for  such  funds  has  become  an  added 
obstacle  to  raising  capital  for  states,  municipalities  and  private  business. 

In  1974.  the  Federal  Government  took  $12  billion  out  of  a  total  of  $180  billion 
raised  from  the  credit  markets.  In  the  second  quarter  of  1975.  Federal  credit 
demands  soared  to  a  $93  billion  annual  rate  out  of  total  annual  fund-raising  of 
$210  billion.  Over  the  past  ten  years  government  spending,  including  transfer 
payments,  has  been  expanding  at  a  9  percent  annual  rate,  which  is  more  than 
double  the  4  percent  rate  for  the  private  economy.  The  growth  of  government 
spending  lies  at  the  heart  of  the  strains  on  tlie  capital  market.  Since  the  Federal 
Government  will  see  to  it  that  its  capital  needs  are  satisfied  first,  as  these  needs 
burgeon  because  of  recurrent  deficits  and  their  inflation  sequelae,  the  private 
sector  is  threatened  with  the  inaltility  to  raise  the  capital  it  so  badly  needs.  We 
have  been  "consuming  our  seed  corn"  for  some  years  by  our  failure  to  save  and 
invest  enough  to  maintain  and  enhance  our  productive  capacity.  Unless  major 
steps  are  taken  promptly  to  arrest  preemption  of  the  capital  markets  by  the 
government,  the  attrition  of  the  economy  will  only  intensify. 

Senate  Joint  Resolution  55.  calling  for  a  constitutional  amendment  to  require 
balanced  Federal  budgets  except  in  times  of  a  declared  national  emergency, 
proposes  a  sound  and  workable  way  to  return  the  government  to  a  program  of 
fiscal  integrity.  Its  enactment  would  immediately  defuse  inflationary  expecta- 
tions, and  its  operation  would  lay  the  foundation  on  which  long-continued  sta- 
bility, progress  and  prosperity  could  be  achieved.  The  burdens  of  the  public 
sector  would  be  diminished  as  tlie  private  sector  would  assume  its  historic  role 
of  providing  more  and  better  jobs,  a  greater  flow  of  better  goods  and  services, 
a  higher  standard  of  living,  and  not,  incidentally,  a  greater  flow  of  tax  revenue» 

If,  to  some,  the  proposal  seems  ol)jectionable  because  it  would  reduce  con- 
gressional freedom  of  action,  let  it  be  remembered  that  ours  is  a  government 
of  delegated  and  reserved  powers,  a  government  of  checks  and  balances.  Th^ 
constitution  has  always  contained  limitations  on  what  the  various  branches  of 
government  may  and  may  not  do.  It  would  seem  to  me  that  the  Congress  should 
welcome  this  constitutional  bulkwark  to  its  determination  to  govern  wisely.  We 
well  know  of  the  insistent  pressure  of  special  interest  groups  on  every  member 
of  the  Congress  in  support  of  particular  projects.  Many  of  these  projects  are 
highly  desirable,  but  in  their  promotion  their  advocates  too  frequently  are  guilty 
of  tunnel  vision  and  are  oblivious  to  the  cumulative  effect  of  countless  such 
programs  on  our  government's  credit  and  the  economy. 

To  those  who  would  argue  that  by  reducing  the  flexibility  of  fiscal  policy  we 
hamper  management  of  tlie  economy.  I  would  respond  that  by  stabilizing  one  of 
the  current  variables  with  which  the  managers  must  contend,  we  free  the  Federal 
Reserve  to  implement  monetary  and  credit  policy,  the  other  variable,  in  a  far 
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more  effective  manner  than  has  been  possible  when  the  Federal  Reserve  action 
has  been  straitjacketed  by  the  necessity  of  funding  government  deficits.  The  Con- 
gress is  to  be  commended  for  taking  the  first  step  toward  exercising  fiscal  re- 
sponsibility bv  adopting  the  Congressional  Budget  and  Impoundment  Control 
Act  of  197'4.  Passage  of  Senate  Joint  Resolution  55  is  clearly  the  next  step  which 
should  be  taken.  . 

Former  Secretary  of  Health,  Education  and  Welfare.  Caspar  W.  Weinberger, 
in  his  valedictorv  address  before  retiring  from  Federal  service  last  July,  com- 
mented to  the  Commonwealth  Club  of  San  Francisco  that,  "My  single  overriding 
observation  after  these  years  in  Washington  is  of  the  growing  danger  of  an  all- 
pervasive  Federal  Government.  Unless  checked,  that  growth  may  take  from  us 
our  most  precious  personal  freedoms.  It  also  threatens  to  shatter  the  founda- 
tions of  our  economic  system.  When  I  came  to  Washington  in  1970.  the  Federal 
budget  outlay  stood  at  ".$196.6  billion.  It  is  now  .$358.9  billion,  an  increase  of  83 
percent.  Apart  from  its  sheer  magnitude  the  most  noteworthy  thing  about  this 
trend  is  that  Federal  spending  lias  shifted  away  from  traditional  Federal  func- 
tions such  as  defense  and  toward  programs  that  reduce  the  remaining  freedom 
of  individuals  and  lessen  the  power  of  other  levels  of  government.  .  .  .  Tliere  is 
an  overriding  danger  inherent  in  the  growth  of  an  American  welfare  state.  The 
danger  simply  is  that  VN-e  may  undermine  our  whole  economy.  If  social  programs 
continue  growing  for  the  next  two  decades  at  the  same  pace  they  have  in  the 
last  two.  we  will  spend  more  than  half  of  our  whole  Gross  National  Product  for 
domestic  social  programs  alone  by  the  year  2000." 

I  most  earnestly  urge  upon  you  and  your  colleagues  in  the  Congress  that 
heroic  measures  must  be  undertaken  to  end  recurrent  Federal  deficits  wdth  their 
inevitable  inflationary  impact.  Unless  we  face  up  to  this  responsibility  now,  the 
American  dream  will  be  lost  forever. 

Mr.  Faulkxer.  Very  true. 

Senator  Curtis.  I  certainly  appreciate  your  statement  here,  and  a 
number  of  your  points  merits  lenofthy  discussion,  but  as  I  stated  before, 
I  shall  restrain  myself. 

Senator  Tiiurmoxd.  Mr.  Faulkner,  I  notice  you  are  president  of  the 
Woodmen  Accident  &  Life  Insurance  Co.  That  is  AVoodmen  of  the 
World? 

]Mr.  Fai  LKXER.  Xo,  sir,  in  the  life  insurance  business,  many  com- 
panies have  similar  names.  Woodman  Accident  &  Life  Insurance  is 
a  mutual  company,  not  the  same  as  the  Woodmen  of  the  World  or 
the  ^Modern  Woodman. 

Senator  Thurmoxd.  I  am  a  longtime  member  of  the  Woodman  of 
the  World.  I  am  just  gfoing  to  ask  you  of  the  status  of  the  company 
today. 

Mr.  Faulkxer.  It  is  a  splendid  company. 

Senator  Thurmoxd.  Thank  you  very  much  for  your  appearance 
liere,  and  we  appreciate  it  tremendously. 

]Mr.  Faulkx-^er.  Thank  you,  Mr.  Chairman  and  Senator  Curtis. 

Senator  Thurmoxd.  Mr.  Grady  Patterson,  the  State  treasurer  of 
South  Carolina.  He  has  with  him  a  number  of  distinguished  gentle- 
men who  may  want  to  come  up  and  sit  with  him. 

Mr.  W.  W.  Johnson,  are  you  chairman  of  the  board  or  president 
down  there  ? 

Mr.  Joiixsox.  President. 

Senatoi-  TiiuR:\roxD.  President  of  the  Bankers  Trust. 

Mr.  Ed  McGowan.  Labor  (Commissioner  of  South  Carolina. 

Mr.  Ben  Morris,  publisher  of  the  State  &  Record  Co.,  the  biggest 
newspapers  in  our  State. 

Dr.  Xeal  Thigpen.  professor  at  Francis  Marion  College. 

You  gentlemen  come  around  to  the  table,  if  you  want  to.  and  join 
him. 
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Senator  Curtis.  Mr.  Chairman,  may  I  say  something  at  this  point? 
The  distinguished  Governor  of  South  Carolina  is  very  much  interested 
in  this  proposaL  He  was  unable  to  be  here  today.  I  am  happy  that  he 
has  sent  representatives  of  the  government  of  South  Carolina  with 
also  representatives  of  the  business  community  of  South  Carolina. 

I  want  to  say  to  you  people  that  we  are  very  grateful  to  you  for  the 
services  of  our  distinguished  chairman  today.  He  is  one  of  the  sponsors 
of  both  of  the  constitutional  proposals  that  are  now  before  the  com- 
mittee. He  renders  a  very  distinguished  service,  and  I  am  exceedingly 
pleased  that  some  of  his  constituents  are  here  to  take  part  in  this 
hearing. 

Senator  Thurmond.  Thank  you  very  much  for  your  kind  words. 
I  am  sure  they  will  remember  that  3  years  from  now. 

We  are  delighted  to  have  you  here,  Mr.  Patterson — or  General 
Patterson.  He  is  a  general  in  the  Air  Force  Reserve  too,  and  a  pilot. 
He  keeps  up  his  flying  status. 

We  are  delighted  to  have  all  of  you  other  gentlemen  here  too. 

Mr.  Patterson,  you  go  right  ahead  now  and  present  your  statement. 

STATEMENT  OF  GRADY  PATTERSON,  TREASURER  OF  THE  STATE 
OF  SOUTH  CAROLINA,  ACCOMPANIED  BY  W.  W.  JOHNSON,  PRESI- 
DENT, BANKERS  TRUST;  EDGAR  McGOWAN,  COMMISSIONER  OF 
LABOR  OF  THE  STATE  OF  SOUTH  CAROLINA;  BEN  MORRIS, 
PALMETTO  BUSINESS  FORUM;  DR.  NEAL  THIGPEN,  PROFESSOR 
OF  POLITICAL  SCIENCE,  FRANCIS  MARION  COLLEGE,  FLORENCE, 
S.C. 

Mr.  Patterson.  Mr.  Chairman,  gentlemen  of  the  committee,  first 
I  want  to  take  this  opportunity  to  thank  you  for  allowing  us  to  appear 
before  this  distinguished  committee  and  express  our  views  in  support 
of  a  constitutional  amendment  requiring  the  Federal  Government 
to  operate  on  a  balanced  l)udget.  Senate  Joint  Resolution  55. 

Let  me  say  from  the  outset  that  South  Carolina  has  operated  for 
decades  and  generations  within  the  discipline  of  a  balanced  budget. 
Our  Constitution  directs  it :  Statutes  require  it;  rules  of  our  House  of 
Representatives  dictate  it;  and  just  plain  reason  and  logic  demand  it. 
It  is  indeed  frightening  and  alarming  that  the  Federal  Government 
has  not  exercised  the  same  discipline  in  managing  its  fiscal  affairs. 
And  frankly,  I  do  not  believe  our  free  enterprise  and  free  markets 
system  can  long  survive  the  excesses  of  the  lack  of  fiscal  discipline. 

We  have  a  constitutional  requirement  that  requires  a  balanced 
budget,  and  I  will  quote  a  portion  of  that: 

The  General  Assembly  shall  provide  for  an  annual  tax  siifRpient  to  defray 
the  estimated  expenses  of  the  State  for  each  year,  and  whenever  it  shall  happen 
that  the  ordinary  expenses  of  the  State  for  any  year  shall  exceed  the  income 
of  tlie  State  for  such  year  the  General  Assembly  sliall  provide  for  levying  a 
tax  for  the  ensuing  year  sufficient,  with  other  sources  of  income,  to  pay  the 
deficiency  of  the  preceding  year  together  with  the  estimated  expenses  of  the 
ensuing  year. 

Thus,  you  will  observe  that  this  South  Carolina  constitutional 
requirement  is  not  too  unlike  your  own  proposed  amendment  to  the 
U.S.  Constitution.  This  requirement  has  worked  for  us,  and  I  know 
beyond  any  doubt  that  it  will  work  for  this  Nation. 
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Our  statutes  require  that  revenue  match  expenditures  each  year 
and  that  we  maintain  a  constant  vioil  on  the  revenue  to  insure  a 
bakmced  budget.  Section  107— and  I  tliink  this  is  a  significant  provi- 
sion— provides : 

Any  appropriations  made  herein  or  by  special  act  now  or  hereafter,  are  hereby 
declared  to  he  maxinmm,  conditional  and  proportionate,  the  pin-pose  being  to 
make  them  payable  in  fnll  in  the  amount  named  herein,  if  necessary,  but  only 
in  the  event  the  aggregate  revenues  availalile  during  the  period  for  which  the 
appropriation  is  made  are  sufficient  to  pay  them  in  full.  The  South  Carolina 
State  Budget  and  Control  Board  shall  have  fnll  power  and  authority  to  survey 
the  progress  of  the  collection  of  revenue  and  the  expenditure  of  funds  by  all 
departments  and  institutions,  and  is  hereby  authorized  and  directed  to  make  such 
reductions  of  appropriations  as  may  be  necessary  to  prevent  a  deficit. 

You  gentlemen  will  recall'  that  during  the  fiscal  year  1970-71 
we  experienced  a  slight  downturn  in  the  economy.  As  a  result  of  closely 
monitoring  the  progress  of  revenue  collections,  the  State  budget  and 
control  board  which  I  alluded  to  earlier  concluded  that  expenditures 
would  exceed  revenue  collections.  This  provision  of  law  provided  the 
authority  for  the  budget  and  control  board  to  cut  the  fiscal  year 
appropriations  by  6  percent  in  November  of  1970.  South  Carolina 
ended  the  fiscal  year  on  June  30,  1971,  with  a  $5  million  surplus  as  a 
result  of  this  timely  action  by  the  budget  and  control  board. 

You  may  be  interested  in  knowing  how  we  went  about  effecting  this 
reduction  in  expenditures.  We  called  each  agency  and  department 
head  in  and  suggested  he  tell  us  how  he  could  best  cut  his  budget  by 
C^  percent.  Almost  without  exception,  there  was  full  cooperation 
throughout  State  government,  and  no  program  really  suffered.  In 
fact,  it  was  a  very  healthy  exercise  in  financial  management  and  fiscal 
responsibility.  I  might  add,  this  action  did  not  go  unnoticed  by  the 
rating  services  and  the  money  markets  throughout  the  country. 

We  have  another  rule  that  relates  to  a  balanced  budget  in  our 
State.  This  is  a  rule  of  the  house  of  representatives,  section  5.8,  and 
I  quote  it : 

After  passage  on  second  reading  and  liefore  its  consideration  on  third  reading, 
every  General  Appropriation  Bill  and  every  Supplemental  Appropriation  Bill 
shall  have  attached  thereto  a  certificate  from  the  Comptroller  General  that  the 
total  of  the  appropriations  therein  provided  is  not  in  excess  of  the  estimated 
total  revenue  of  the  State  for  such  pui-poses.  including  that  revenue  which  may 
be  provided  in  the  Bill,  or  in  any  other  bill  previously  passed  by  the  House 
for  the  fiscal  year  to  which  the  Bill  is  applical>le,  and  if  the  Comptroller  General 
cannot  give  such  certificate,  the  Speaker  shall  order  the  Bill  recommitted  to  the 
Ways  and  Means  Committee.  After  the  report  of  the  Committee,  any  amendment 
which  it  shall  recommend  may  be  adopted. 

Consequentlv.  as  the  annual  Appropriations  Act  moves  through  the 
general  assembly,  another  safeguard  is  erected  to  require  a  balanced 
budget. 

Thus,  it  can  be  seen  that  South  Carolinians  not  only  believe  in  a 
balanced  budget,  but  it  is  a  philosopliy  with  us,  and  we  are  dedicated 
to  the  fiscal  discipline  of  living  within  our  means. 

As  a  result  of  keeping  our  financial  house  in  order.  South  Carolina 
enjoys  the  cherished  and  coveted  AAA  credit  rating,  the  highest 
awarded  any  State  in  the  Nation.  Our  State  is  one  of  about  a  dozen 
States  that  is  so  recognized.  We  can  borrow  money  as  cheap  as  or 
cheaper  than  any  other  State  in  the  I^nion.  Our  bonds  sell  as  well  as  or 
better  than  those  from  any  State  in  the  Nation.  Such  fiscal  discipline 
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has  saved  our  taxpayers  millions  of  dollars  in  interest  costs  in  the 
financing  of  our  capital  programs. 

The  point  is  fiscal  responsibility  has  worked  for  us,  and  it  can  and 
will  work  foi-  the  Federal  Government, 

What  are  the  alternatives?  We  do  not  have  to  go  to  the  history 
books  to  find  the  answers.  The  answers  are  on  the  front  pages  of  the 
newspapers  every  day:  New  York  City,  Urban  Development  Corp., 
social  security  trust  fund,  and  a  number  of  other  cities  and  States, 
as  well  as  the  staggering  deficit  the  Federal  Government  is  experienc- 
ing this  year  and  next  year. 

The  alternative  to  sound  fiscal  policies  and  good  debt  management 
is  fiscal  disarray  and  financial  chaos. 

In  addition  to  the  highly  visible  fiscal  affairs  of  New  York  City, 
which  are  in  shambles  and  chaos,  many  other  cities  and  some  States 
are  experiencing  similar  difficulties.  New  York  City  has  one  financial 
crisis  after  another,  almost  on  an  hourly,  daily,  and  weekly  basis. 

Of  even  greater  significance  is  the  grossly  inadequate  funding  by 
Congress  of  the  social  security  trust  fund  to  meet  the  ever-increasing 
benefit  payments  voted  by  Congress.  Within  the  next  few  years,  by 
1980  or  sooner,  it  is  estimated  the  trust  fund  will  be  depleted  and 
the  Congress  will  be  required  to  make  annual  appropriations  from 
the  annual  operating  revenues  to  meet  benefit  payments.  Unless  Con- 
gress takes  action  immediately  to  provide  funding  for  the  social  secu- 
rity program  in  the  years  ahead,  the  New  York  City  debacle  will  look 
like  peanuts  by  comparison. 

I  think  the  lesson  to  be  draAvn  is  that  neither  New  York  City  nor 
the  social  security  trust  fund  got  into  fiscal  trouble  last  week  or  last 
year,  but  did  so  as  a  result  of  fiscal  irresponsibility  over  a  long  period 
of  years. 

The  point  is  these  are  examples  of  fiscal  excesses  and  lack  of  fiscal 
discipline.  We  must  keep  our  financial  house  in  order,  and  we  must  live 
within  our  means. 

I  agree  with  Senator  Curtis.  I  think  there  is  a  crying  out  for  fiscal 
responsibility  all  over  this  Nation.  I  think  people  all  over  this  country 
long  for  a  return  to  fiscal  sanity  at  the  national  level,  and  all  levels  of 
government  for  that  matter.  People  are  sick  and  tired  of  deficits, 
wasteful  expenditures,  and  the  lack  of  fiscal  discipline.  Citizens  must 
exercise  self-discipline  and  keep  their  own  checkbooks  balanced.  Why 
should  they  expect  less  of  their  Government  ? 

Balancing  the  Federal  budget  will  not  be  easy.  It  will  not  be  pain- 
less. It  will  i)robably  take  4  to  6  years  or  8  years  to  move  to  a  balanced 
budget.  I  think  we  should  establish  a  national  goal  to  attain  a  balanced 
budget  by  1980  or  1981.  You  know,  when  President  Kennedy  became 
President  in  1961,  we  established  a  national  goal  of  putting  a  man  on 
the  moon  and  returning  him  safely  in  the  decade  of  the  1960's.  We  at- 
tained that  national  goal.  Why  cannot  we  dedicate  ourselves  to  the 
necessary  discipline  of  achieving  a  balanced  budget  by  1981  ?  I  think 
we  can,  and  I  think  we  must  do  it. 

We  must  turn  away  from  extravagance  in  the  use  of  all  of  our  re- 
sources. We  have  been  brought  to  the  painful  and  costly  realization 
in  the  last  2  or  3  years  that  our  resources  are  not  limitless.  The  energy 
problem,  shortage  in  certain  food  items,  and  even  an  alleged  shortage 
of  canning  tops  are  some  examples.  We  should  adopt  an  attitude  of 
individual  as  well  as  collective  austerity  and  lower  our  level  of  expecta- 
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tion.  We  should  rededicate  ourselves  to  nuikino;  work  honorable  and 
respectable.  AVe  should  stress  the  dignity  of  work  and  the  respect  and 
self-pride  of  performing  a  day's  work  for  a  day's  pay. 

The  key  to  such  attitudes  is  the  approach  we  take  as  individuals.  The 
responsibility  rests  with  each  of  us.  Government  at  all  levels  cannot 
and  will  not' respond  without  the  urge  and  demand  from  individuals. 

I  am  reminded  of  a  statement  made  more  than  200  years  ago  attri- 
buted to  a  British  historian  by  the  name  of  Prof.  Alexander  Tytler : 

A  democracy  cannot  exist  as  a  permanent  form  of  government.  It  can  only 
exist  until  the  voters  discover  that  they  can  vote  themselves  largesse  from  the 
public  treasury.  From  that  moment  on,  the  majority  always  votes  for  the  can- 
didates promising  the  most  benefits  from  the  public  treasury  with  the  result 
that  a  democracy  always  collapses  over  loose  fiscal  policy,  always  followed  by 
a  dictatorship.  The  average  age  of  the  world's  greatest  civilizations  has  been 
200  years. 

On  the  eve  of  the  celebration  of  our  200th  anniversary  as  the  greatest 
experiment  in  democracy,  this  is  indeed  a  sobering  observation.  We  see 
all  about  us  shambles  of  financial  atfairs  caused  by  loose  fiscal  policy. 
I  think  we  stand  at  a  crossroads,  and  the  destiny  of  the  Nation  hangs  in 
the  balance.  We  cannot  ignore  the  compelling  requirement  to  return  to 
fiscal  sanity  and  fiscal  discipline.  The  question  is  can  we  muster  the 
will  and  resolve  as  a  nation  to  bring  about  a  renewal  and  rebirth  of 
values  that  require  us  to  live  within  our  means?  We  really  have  no 
choice.  We  can  and  we  must  do  it. 

In  conclusion,  we  support  your  efl'ort  in  proposing  an  amendment 
to  the  U.S.  Constitution  requiring  the  Federal  Government  to  operate 
on  a  balanced  budget.  We  can  and  we  must  live  within  our  means ;  we 
can  and  we  must  keep  our  financial  house  in  order ;  and  by  so  doing, 
we  can  and  we  must  continue  to  improve  the  quality  of  life  for  all  our 
citizens. 

And  I  thank  you. 

[The  prepared  statements  of  Mr.  W.  W.  Johnson,  Mr.  Ben  Morris, 
Mr.  Edgar  McGowan,  and  Dr.  Neal  D.  Thigpen  follow  :] 

The  Palmetto   Business   Forum, 

Columbia,  S.C.,  October  7, 1975. 

Subcommittee  on   Constitutional  Amendments, 
OK  the  Committee  on  the  JuDicaARY, 
The  Senate  of  the  United  States, 
Washington,   D.C. 

Gentlemen  :  This  letter  is  being  written  on  liehalf  of  the  Palmetto  Business 
Forum,  a  group  of  South  Carolina  business  leaders  concerned  about  the  growing 
role  of  government  in  our  society,  and  committeed  to  the  strengthening  of  the 
free  enterprise  system  and  the  perpetuation  of  individual  freedoms.  The  Forum 
represents  a  wide  diversity  of  business  interests,  and  has  members  throughout 
South  Carolina.  We  are  writing  in  reference  to  Senate  Joint  Resolution  No.  55 
proposing  an  amendment  to  the  United  States  Constitution  requiring  a  balanced 
federal  budget  each  year. 

The  Forum  wishes  to  commend  The  Honorable  Carl  Curtis  and  the  other 
Senators  who  introduced  the  resolution — including  South  Carolina  Senator  Strom 
Thurmond — and  we  should  like  to  convey  our  support  of  the  resolution.  It  lias 
long  been  the  position  of  the  business  community  in  South  Carolina  that  un- 
controlled governmental  growth  and  spending  represented  a  serious  threat  to  the 
economic  well-lieing  of  the  nation. 

Recently,  of  course,  that  fear  has  been  borne  out  by  a  dangerously  accelerating 
inflationary  spiral  nurtured  to  a  great  extent  by  what  we  consider  to  be  irrespon- 
sible governmental  spending  and  fiscal  policies.  The  disclosure  in  Senator  Cur- 
tis's  statement  of  April  17  to  the  Senate  that  fifteen  cents  of  every  dollar  spent 
in  Washington  next  year  will  be  borrowed  constitutes  an  alarming  development 
and  a  sad  commentary  on  the  financial  management  of  our  government.  The 
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fact  is  that  the  forces  of  bureaucratic  expansion  and  deficit  spending  which 
have  been  set  into  motion  in  the  last  quarter  century  must  l)e  retarded  if  our 
economy  is  to  withstand  this  most  recent — and  most  serious — onshiught.  It  is  our 
belief  that  the  constitutional  amendment  proposed  by  S.  J.  Resolution  55  pro- 
vides an  appropriate  and  effective  means  l»y  which  such  a  purpose  could  be 
achieved.  As  our  State  Treasurer,  the  Honorable  Grady  L.  Patterson,  Jr.  testi- 
fied today  before  the  Subcommittee  on  Constitutional  Amendments  of  the  Senate 
Judiciary  Committee,  the  State  of  South  Carolina  operates  under  requirements  of 
its  state' constitution  that  its  annual  budget  be  balanced.  It  has  been  an  undis- 
puted part  of  the  fiscal  policy  and  operation  of  this  state  since  1895,  and  has 
sustained  us  through  years  of  lean  and  plenty  in  such  a  fashion  that  we  luave 
been  able  to  maintain  an  AAA  bond  rating  on  Wall  Street.  Our  experience,  and 
that  of  other  states,  would  seem  to  provide  an  excellent  precedent  for  the  con- 
cept of  constitutionally  mandated  fiscal  responsibility. 

Our  purpose  is  not  to  take  issue  with  the  individual  programs  and  policies 
which  have  proliferated  so  rapidly  during  this  period  of  unprecedented  gov- 
ernment expansion.  There  are  those  of  us  who  do  have  very  strong  philosophical 
reservations  about  the  wisdom  of  many  of  the  programs.  But,  for  whatever  well- 
intended  purpose  these  programs  may  have  originally  been  established,  there  ap- 
pears to  be  clearcut  evidence  that  their  recent  management  and  administration 
have  led  directly  to  enormous  new  financial  burdens  for  government,  and  a  sub- 
sequent undermining  of  the  country's  economic  stability. 

The  difficult  economic  experiences  of  the  last  two  years,  we  believe,  have 
matured  the  xVmerican  people  and  moderated  their  expectations  toward  govern- 
mental service.  It  is  our  feeling  that  the  public  is  looking  for  leaders  who  will  be 
willing  to  acknowledge  that  the  time  has  come  for  sacrifice,  and  who  are  will- 
ing to  provide  leadership  in  that  regard.  Obviously,  we  do  not  live  in  a  world 
of  infinite  resources,  financial  or  natural.  The  longer  it  takes  for  leadership  in 
the  public  and  private  sector  to  acknowledge  that  fact  and  come  to  grips  with 
it  the  more  grave  our  present  economic  crisis  will  become.  While  we  believe  that 
the  proposed  amendment  is  long  overdue,  we  welcome  it  as  being  particularly 
timely  today,  and  as  being  sensitive  to  the  new  public  attitudes  and  awareness. 
It  is  "unfortunate  that  it  often  requires  crisis  conditions  to  enact  measures  which 
were  needed  even  without  the  crisis.  But  if  today's  economic  problems  lead  to  a 
more  responsible  management  of  fiscal  affairs  by  the  federal  government,  then 
the  crisis  will  not  have  been  an  entirely  negative  experience. 

W^e  firmly  believe  that  the  federal  government  should  not  only  conform  to  re- 
sponsible fiscal  practices,  it  should  set  an  example  of  leadership.  Absence  of  that 
leadership  in  recent  years,  we  fear,  has  led  to  an  overall  breakdown  among  Ameri- 
cans in  their  understanding  and  respect  for  financial  prudence  and  discipline.  As 
the  unfortunate  experience  of  New  York  City  has  so  graphically  demonstrated, 
the  day  of  reckoning  does  arrive.  We  fear  that  unless  action  is  taken  to  curb  ir- 
responsible fiscal  practices  of  the  federal  government,  our  entire  nation  is  head- 
ing for  a  similar  day  of  reckoning.  By  refusing  to  face  that  issue,  we  are  only 
passing  along  the  burden  and  the  responsibility  until  a  later  day  or  to  a  later  gen- 
eration. It  is  our  belief  that  we  should  confront  it  today,  and  we  should  do  so  in  a 
reasonal)le  and  rational  manner.  The  propo.sed  amendment  appears  to  be  such 
an  instrument.  It  makes  no  judgment  upon  the  merits  of  the  programs  funded  by 
the  federal  government.  It  simply  provides  a  mechanism  by  which  government 
can  practice  what  we  believe  is  a  rather  basic  premise  of  our  economic  system  : 
namely,  that  we  live  within  our  means  and  spend  no  more  than  we  earn.  Not 
only  do  we  enthusiastically  support  and  endorse  the  proposed  constitutional 
amendment,  we  are  confident  that  the  overwhelming  majority  of  Americans  are 
ready  for  this  kind  of  return  to  sound  and  responsible  government  at  the  federal 

level. 

Ben  R.  Morris. 
W.  W.  Johnson. 

Testimony  Before  the  Committee  on  the  Judiciary,  October  7,  1975 

Mr.  Chairman,  members  of  the  Committee,  I  am  Edgar  Leon  McGowan,  Com- 
missioner of  Labor  for  the  State  of  South  Carolina.  I  wish  to  thank  you  for  this 
opportunity  to  appear  in  support  of  S.  J.  Resolution  55.  For  the  past  thirty  (30) 
years  I  have  served  South  Carolina  either  as  a  college  professor.  Democratic 
Party  official,  unofficial  advisor  to  several  governors  and  for  the  past  four  and 
one-half  (4^;)  years  as  Commissioner  of  Labor.  South  Carolina  does  not  have  a 
Department  of  Commerce;  therefore,  the  Department  of  Labor  must  serve  both 
management    and   labor.    As    a    result,    I    am   exposed   to   both   viewpoints. 
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lu  addition  to  being  the  Coiumissioner  of  Labor,  I  was  for  two  (2)  years  a 
Director  and  am  now  tlie  Vice-President  of  the  International  Association  of 
Governmental  Labor  Officials.  This  organization's  membership  includes  all  forty- 
nine  (49)  Commissioners  or  Directors  of  the  states  Departments  of  Labor  (Mis- 
sissippi does  not  have  a  State  Department  of  Labor),  the  District  of  Columbia, 
three  (3)  of  the  possessions  or  protectorates  and  all  ten  (10)  ministers  of 
labour  from  the  Canadian  provinces. 

In  these  dual  positions  I  travel  throughout  the  United  States  extensively  and 
during  these  travels  I  meet  and  talk  with  many  people.  I  can  assure  each  of 
you  that  the  American  population  is  frustrated  and  disturbed  in  regards  to  the 
direction  being  taken  by  government  at  all  levels.  We  hear,  see  and  read  every- 
day in  the  news  media  the  frustrations  of  the  radical  elements  of  this  country ; 
however,  in  talking  to  the  responsible  people  of  this  country  I  find  that  the  radi- 
cal groups  are  not  the  only  ones  who  are  frustrated  and  concerned.  Of  course, 
responsible  people  don't  buy  a  handgun  and  try  to  kill  the  President ;  therefore, 
their  frustrations  are  not  publicized  or  reported  by  the  news  media,  but  I  find 
that  their  frustrations  and  concerns  are  just  as  real  as  those  of  the  radical 
groups. 

There  are  many  reasons  for  the  frustrations  of  the  responsible  Americans  of 
today.  Inflation,  unemployment,  high  taxes,  and  over  regulations  by  government 
at  ail  levels  seem  to  be  the  major  reasons  for  these  frustrations. 

I  am  well  aware,  as  you  are,  that  throughout  the  two-hundred  (200)  years 
of  our  existence,  Americans  have  suffered  many  frustrations.  However,  the  prob- 
lems of  the  past  are  cited  today  by  those  who  wish  to  justify  their  owni  irrespon- 
sible actions  and  do  not  justify  the  public  officials  doing  nothing  about  todays 
problems.  America  has  enjoyed  periods  of  time  when  the  people  were  united  in 
pride  of  their  country.  It  has  suffered  through  other  periods  of  time  when 
ifM  Deople  were  divided  by  their  frustrations.  We  reached  the  height  of  pride  in 
1945  when  America  was  victorious  in  World  War  II.  Since  1945  we  in  public  life 
have  done  many  things  to  destroy  this  feeling  among  our  people.  Even  those  who 
have  joined  us  in  the  public  sector  during  the  inist  thirty  (30)  years  l:ave  cou- 
trilmted  to  'business  as  usual"  and  all  too  often  "business  as  usual"  has  been  big- 
ger government  at  all  levels  and  in  many  cases  irresponsible  leadership.  It  is  time 
we  in  the  public  sector  began  rebuilding  confidence  in  government.  The  first  step 
towards  rebuilding  confidence  in  government  could  very  well  he  the  adoption  of 
this  resolution. 

Every  American  knows  that  they  must  live  within  their  inccuie  or  Hiey  wind 
up  in  a  financial  bind  in  a  hurry.  This  to  the  aver.sgf  American  is  being  financially 
responsible.  They  do  not  understand  how  the  United  States  Government  can 
operate  year  after  year  in  or  out  of  war  with  expenses  exceeding  income  when 
they  have  to  live  within  their  Income.  It  is  especially  true  since  it  is  the  respon- 
sible Americans'  tax  dollar  the  government  is  spending.  They  are  well  aware  of 
the  fact  that  soon  they  will  have  to  pay  more  taxes  to  pay  off  the  national  debt 
we  are  now  incurring. 

The  State  of  South  Carolina  has  a  constitutional  requirement  as  follows,  to 
wit : 

"The  General  Assembly  shall  provide  for  an  annual  tax  sufficient  to  defray  the 
estimated  expenses  of  the  State  for  each  year,  and  whenever  it  shall  happen  that 
the  ordinary  expenses  of  the  State  for  any  year  shall  exceed  the  income  of  the 
State  for  such  year  the  General  Assembly  shall  provide  for  levying  a  tax  for  the 
ensuing  year  sufficient,  with  other  sources  of  income,  to  pay  the  deficiency  of  the 
preceding  year  together  with  the  estimated  expenses  of  the  ensuing  year." 

We  even  go  farther  than  the  constitution  requirement.  If  during  an  operating 
year  our  actual  revenues  do  not  reach  estimated  revenues,  then  the  agency  heads 
are  ordered  by  the  Governor  and  the  Budget  and  Control  Board  to  cut  back  ex- 
penditures during  the  current  year.  As  a  result.  South  Carolina  unlike  many 
other  states  is  in  a  sound  financial  position.  Of  course,  during  the  current  na- 
tional economic  crisis  South  Carolina's  actual  revenues  are  below  the  estimated 
revenues  and  we  agency  heads  are  expecting  a  cut  back  order  any  day.  However, 
it  has  been  my  experience  that  each  Department  or  Agency  in  the  State  of  South 
Carolina  has  some  surplus  funds  in  their  budget.  If  I  am  ordered  to  curtail  ex- 
penditures by  as  much  as  ten  (10%)  percent  this  year  in  the  Department  of  Labor 
the  citizens  will  not  suffer  from  lack  of  service  from  the  Department  because 
they  will  continue  to  receive  the  same  services  they  are  now  receiving.  Each 
vear  since  I  became  Commissioner  of  Labor  I  have  lapsed  between  ten  (10%) 
and  twentv-five  (25%)  percent  of  the  Department's  budget  at  the  end  of  the  year 
because  the  need  did  not  materialize  which  justified  the  expenditure.  These  sav- 
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ings,  however,  did  not  curtail  any  of  tlie  services  rendered  by  tlie  Department. 
Each  year  when  the  news  media  reports  the  amount  of  the  budget  which  I  have 
lapsed,  I  receive  commendable  praise  from  all  sectors  of  South  Carolina  citizens 
for  responsible  handling  of  the  Department's  fiscal  affairs. 

As  Commissioner  of  Labor  I  am  continuously  dealing  with  the  United  States 
Department  of  Labor.  It  has  been  my  experience  that  the  United  States  Depart- 
ment of  Labor  is  one  of  the  most  responsible  agencies  of  the  Federal  Govern- 
ment. However,  there  are  programs  in  the  United  States  Department  of  Labor 
which  are  over-funded  and  others  which  are  under-funded.  However,  from  what 
I  have  seen  there  is  a  tendency  even  in  that  Department  to  overspend  for  the 
service  rendered.  I  am  well  aware  that  there  are  many  pressures  imposed  upon 
Congress  to  spend  money  for  various  programs ;  however,  I  am  also  aware  that 
these  pressures  are  of  a  self-interest  nature  and  not  necessarily  what  is  best  for 
our  people.  Today  labor  wants  our  unemployment  problems  cured  by  hiring  in 
the  public  sector.  Such  hiring  would  merely  contribute  to  inflation  and  at  best  Ite 
only  a  temporary  remedy.  I  feel  that  excessive  government  spending  plus  over 
regulation  of  the  businessman  is  one  reason  for  the  inflation  spiral  that  we  have 
been  in  for  the  past  thirty  (30)  years.  In  the  past  ten  (10)  years  expenditures 
in  the  Federal  Government  alone  has  tripled  and  this  is  also  tme  at  the  state 
and  local  level. 

Our  democratic  form  of  government  is  the  best  form  of  government  devised  liy 
man.  The  only  weakness  is  when  the  public  oflicials,  both  elected  and  appointed, 
fail  to  recognize  what  the  electorate  really  want  from  their  government.  I  can 
assure  you  that  the  vast  majority  of  America  today  wants  responsible  fiscal 
policies  at  the  local,  state  and  national  level,  and  I  feel  that  S.J.  Eesolution  55  is 
the  first  step  in  this  direction  and  the  first  step  to  rebuilding  public  confidence  in 
Government. 

The  alternative  to  rebuilding  this  public  confidence  could  very  well  be  all  of 
us  in  public  office  being  conspicuous  by  our  absence  after  the  next  couple  of  elec- 
tions. We  have  already  seen  some  of  this  in  elections  in  the  past  few  years  such 
as  Governor  Wallace's  vote  in  the  last  pi-esidential  election:  Governor  Edwards, 
virtually  an  unknown  oral  surgeon,  defeating  a  well  known  RETIRED  CON- 
GRES82IAN  in  our  last  gubernatorial  election  in  South  Carolina  ;  and  the  recent 
special  election  just  this  past  month  in  the  State  of  New  Hampshire. 

I  strongly  feel  that  "business  as  usual"  isn't  going  to  soothe  the  fnistrations  of 
the  responsible  Americans.  An  adoption  of  S.  J.  Resolution  55  is  the  first  step  to 
returning  to  responsible  government. 

Thank  you  again  for  giving  me  this  opportunity  to  express  one  public  oflScial's 
opinion  on  this  critical  issue. 

Testimony  of  Dr.  Neal  D.  Thigpen,  Chairman  of  the  Department 
OF  Political  Science,  Francis  Marion  College,  Florence,  S.C. 

My  purpose  in  appearing  here  today  is  to  speak  in  support  of  Senate  Joint 
Resolution  55  providing  for  an  amendment  to  the  U.S.  Constitution  requiring  an 
annually  balanced  Federal  Budget.  I  do  so  not  as  a  political  scientist  and  mem- 
ber of  the  academic  community,  but  rather  as  an  average  citizen  who  has  become 
alarmed  at  the  ever  increasing  level  of  Federal  spending  and  huge  Federal  Bud- 
get deficits.  In  my  opinion,  it  is  no  longer  a  question  of  should  we  have  a  balanced 
budget,  but  how  soon  and  by  what  means  can  we  accomplish  this  objective.  My 
reluctant  conclusion  is  that  our  best  hope  rests  in  the  addition  to  the  Constitu- 
tion of  an  amendment  that  will  limit  the  Federal  Government  to  spending  no 
more  than  it  takes  in.  I  say  my  conclusion  was  reached  reluctantly,  because  l 
initially  had  some  reservations  as  to  the  advisability  of  placing  this  type  of 
requirement  into  the  Constitution.  I  fear,  however,  that  there  is  really  no  other 
means  to  compel  the  Federal  Government  to  operate  on  a  pay-as-you-go  basis. 
For  without  a  balanced  budget,  and  the  fiscal  restraints  it  entails,  this  nation 
is  doomed  to  continuing  inflation,  high  unemployment,  high  interest  rates,  more 
business  failures,  and  possibly  even  a  depression.  At  some  point,  we  have  to  pay 
the  price  for  our  extravagances  and  every  year  we  delay  it  means  the  final  price 
will  be  dearer  and  more  tragic  for  millions  of  Americans. 

For  more  than  150  years  we  practiced  frugality  as  a  nation,  built  a  great  in- 
dustrial economy  and  supported  it  with  a  sound  dollar.  It  took  186  years  for  this 
country  to  reach  a  $100-billion  budget.  It  took  only  another  9  years,  however, 
to  reach  a  $200-billion  budget.  It  took  3  more  years— that  is  fiscal  1974 — to 
reach  $300-billion.  In  the  current  fiscal  year,  the  Federal  Government  is  spending 
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at  better  than  a  billion  dollars  a  day.  It  now  appears  that  we  will  come  close  to 
the  $400-biUion  mark  in  fiscal  1976. 

To  place  these  phenomenal  spending  increases  in  a  slightly  different  time- 
frame, as  recently  as  1961  the  outlay  of  the  Federal  Government  was  a  com- 
paratively modest  $94-billion.  For  fiscal  1975,  it  is  scheduled  to  come  in  at  a 
prodigious  $350-billiou.  This  means  the  level  of  Federal  spending  has  quadrupled 
in  about  a  decade  and  a  half,  with  new  increases  suggested  every  day.  We  have 
been  creating  so  many  new  programs  and  raising  government  benefits  so  rapidly 
that  it  almost  seems  as  though  the  Federal  Budget,  with  its  enormous  size  and 
continual  growth,  has  taken  on  a  life  of  its  own. 

In  addition,  with  the  President's  budget  for  fiscal  1976,  a  new  and  very  danger- 
ous element  has  been  introduced  into  the  Federal  budgetary  process — runaway 
deficit  spending.  At  the  beginning  of  this  year,  Mr.  Ford  proposed  a  1976  budget 
with  a  deficit  of  $51.9-billion.  Several  months  later  the  President  drew  the  line 
at  $60-l»illi()n.  As  of  last  month,  the  prospective  deficit  stood  a  $68.S-billion.  It 
seems  entirely  probable  that  before  Congress  adopts  its  last  spending  bill,  the 
deficit  will  rise  to  $75-billion.  After  a  period  of  44  yeai-s  during  which  we  have  had 
37  deficits,  we  will  wind  up  fiscal  1976  with  a  deficit  the  likes  of  which  this 
country  has  not  experienced  in  the  last  30  years.  Deficits  on  this  scale  befell  us 
only  in  the  three  World  War  II  years  of  1943,  1P44,  and  1945   (see  Table  I). 


Table  I. — Federal  Government  surplus  or  deficit,  1932-1976 


In  year  ending  June  30  : 

Billions 

1932 

—S^2.  7 

1955 

1933 

-2.6 

1056  . 

1934 

—3.  6 

1957  - 

1935 

—2.  8 

1958  . 

1936 

—4.4 

1959  _ 

1937 

—2.  8 

1960  . 

1938 

—1.2 

1961  . 

1939 

-3. 9 

1962  . 

1940 

-3.9 

1963  _ 

1941 

—6.2 

1964  . 

1942 

—21.5 

1965 

1943 

-57.4 

—.51.  4 

19R6  . 

1944 

1967 

1945 

-53.9 

1968  . 

1946 

—20.7 

1969  . 

1947 

____  -+.8 

1970  . 

1948 

-f8.4 

1971  _ 

1949 

-1.8 

1972  . 

1950 

—3.  1 

1973 

1951 

+3.  5 

1974  _ 

1952 

-4.0 

1975  ^ 

1953 

-9.4 

1976" 

1954 

-3. 1 

BiUiona 
-4.2 
+1.6 
+  1.6 
—2.  8 
—  12.4 
+1.2 
-3.9 
-7.  1 
—4.8 
—5.9 
-1.6 
-3.  8 
-8.7 
—25.  2 
+3.2 
-2.8 
-23.  0 

23.  2 

-14!  3 

-3.  5 

—35.  0 

-52.  0 


1  Preliminary  estimate. 

The  huge  deficits  of  1975  and  1976  will  not  only  pave  the  way  for  future 
inflation,  but  they  threaten  the  capital  markets  where  business  must  secure 
the  necessary  financing  to  survive  and/or  expand.  By  its  own  estimates,  the 
Treasury,  during  this  calendar  year,  1975,  will  go  into  the  capital  markets  for 
almost  $70-billion  in  net  new  financing.  This  means  that  this  year  the  Federal 
Government  will  be  raising  more  net  new  money  in  the  capital  markets  than 
raised  by  all  borrowers,  public  and  private,  last  year  or  any  other  year  in  the  past. 
In  fiscal  years  1955  through  1959,  the  Federal  Budget  accounted  for  20  per  cent  of 
net  funds  raised  in  the  capital  markets  ;  between  1970  and  1974,  the  Federal  share 
grew  to  45  per  cent.  With  the  estimated  budget  deficit  for  fiscal  year  1976,  total 
Federal  borrowing  could  well  account  for  as  much  as  65  per  cent  of  the  capital 
markets.  Add  to  this  the  anticipated  borrowing  by  state  and  local  governments, 
and  total  government  borrowing  during  the  coming  fiscal  year  might  be  SO  per 
cent  of  the  capital  markets.  This  would  leave  only  20  per  cent  to  private  industry 
in  a  financial  market  that  has  always  been  the  centerpiece  of  our  free  enterprise 
system.  If  this  happens,  interest  rates  would  soar  to  ever  new  highs.  Busines^ses, 
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contractors,  home  purchasers,  and  so  forth,  would  find  it  terribly  difficult  to 
obtain  loans  and  recession  would  be  the  inevitable  result,  meaning  the  loss  of 
productivity  and  jobs. 

If  you  find  all  of  the  foregoing  appalling,  consider  the  national  debt  now 
standing  at  over  $530-billion.  Of  course,  it  is  the  interest  payments  on  the 
national  debt  rather  than  the  debt  itself  which  will  be  the  real  burden  on  future 
generations.  Ten  years  ago,  interest  on  the  debt  came  to  $10-billion  a  year ;  now 
it  is  over  $35-billion  a  year.  The  increase  in  the  national  debt  has  added  to  the 
interest  burden  not  only  of  our  grandchildren  but  of  the  present  generation  as 
well.  Interest  payments  go  to  private  Americans — institutions  and  individuals — 
who  have  invested  their  money  in  government  securities.  To  them,  the 
interest  is  income,  not  a  burden.  But  for  the  taxpayers  at  large,  there  is  no 
question  that  interest  payments  on  the  national  debt  are  a  heavy  burden.  They 
stand  as  ample  proof  that  we  must  put  an  end  to  deficit  spending  and  regain  a 
sense  of  fiscal  integrity. 

Prior  to  the  Great  Depression,  the  almost  unanimously  held  view  was  that 
government  budgets,  the  Federal  Budget  included,  ought  to  be  balanced.  Gov- 
ernments were  almost  universally  condemned  as  irresponsible  if  expenditures  ex- 
ceeded tax  revenues  except  for  accidental  reasons.  Deficit  financing  was  admitted 
to  be  unavoidable  during  times  of  war,  but  in  nonwar  periods  governments 
were  careful  to  preserve  financial  integrity,  a  term  which  was  held  to  be 
almost  synonymous  with  the  annually  balanced  budget.  The  fact  that  govern- 
ments were  run  by  politicians  was  taken  as  added  reason  for  insisting  on  fiscal 
discipline. 

During  the  New  Deal,  however,  deliberately  unljalanced  budgets  and  "pump 
priming"  calculated  to  eliminate  unemployment  became  the  order  of  the  day. 
The  notion  was  that  temporary  expenditures  would  set  the  economy  going  again 
and  the  Federal  Government  could  then  step  out  of  the  picture.  It  was  widely 
accepted  that  the  maintenance  of  full  employment  was  more  important  than 
any  strict  adherence  to  the  "ancient  fiscal  rule"  of  a  balanced  budget. 

What  no  one  likes  to  point  out  is  that  deliberate  unbalancing  of  the  Federal 
Budget  and  expansion  of  governmental  activity  during  the  1930's  never  did 
solve  the  problem  of  large-scale  unemployment.  Yet.  the  philosophy  that  it  is 
essential  for  the  government  to  run  a  perpetual  deficit  while  Federal  expenditures 
provide  employment  remains  very  much  with  us.  Moreover,  government 
programs  once  regarded  as  temporary  and  undertaken  in  order  to  prime  the 
pump  are  still  around,  and  indeed  account  for  ever-growing  government  out- 
lays. And  it  is  easy  to  see  that  the  abandonment  of  the  principle  of  the  annually 
balanced  budget  has  biased  decision-making  over  the  years  in  the 
direction  of  deficit  financing.  Members  of  Congress  will  rarely  create  surpluses 
since  the  tax  cutters  and  the  expenditure  expanders  are  the  pressure  groups,  not 
the  tax  increasers  and  expenditure  cutters. 

Does  this  suggest  that  the  annually  balanced  budget  should  be  restored  to  its 
former  place  as  the  ideal  of  fiscal  responsibility?  My  answer  to  that  is  an  un- 
equivocal yes.  In  fact,  as  I  indicated  at  the  outset  of  my  remarks.  I  would  carry 
things  a  step  further  and  add  to  the  U.S.  Constitution  the  proposed  nmendment 
which  is  spelled  out  in  Resolution  55.  There  will  be  those,  of  course,  who  will 
say  that  this  resolution  presently  stands  vei'y  little  chance  of  securing  the  two- 
thirds  vote  in  the  U.S.  House  and  Senate  needed  for  submission  of  a  proposed 
constitutional  amendment  to  the  American  states  for  ratification.  That,  un- 
fortunately, is  probably  an  accurate  assessment  given  the  political  thinking  of 
a  majority  of  the  current  members  of  Congress.  It  is  my  hope,  however,  that 
the  hearings  on  this  measui-e  will  foi'ce  the  average  citizen  to  take  a  closer  look 
at  the  fiscal  activities  of  the  Federal  Government  and  to  ask  himself  if  there 
is  not  something  terribly  worrisome  about  this  escalation  in  spending  and  enor- 
mous budget  deficits  that  drain  off  needed  loan  funds  for  the  private  sector 
because  of  excessive  government  borrowing.  I  am  confident  that  the  average 
citizen  is  going  to  wonder  if  the  Federal  Government  can  or  should  constantly 
spend  more  than  it  takes  in.  And  while  a  precise  comparison  cannot  be  made 
between  the  Federal  Budget  and  the  budget  of  the  average  citizen,  I  think  there 
are  enough  similarities  to  convince  the  average  citizen  that  it  is  high  time  we 
regained  control  of  Federal  spending  and  balanced  our  nation's  budget.  I  think 
that  the  average  citizen  is  going  to  throw  up  his  hands  and  say  "no  more."  I 
think  he  is  going  to  demand  that  the  Federal  Government  call  a  halt. 

Still  other  critics  of  this  proposal  will  undoubtedly  argue  that  even  if  a  re- 
quirement that  the  Federal  Budget  be  balanced  ever  became  part  of  the  supreme 
law  of  the  land  that  that  goal  would  be  impossible  to  achieve.  It  would  be  im- 
possible, I  am  certain  they  will  contend,  because  three-fourths  of  the  Federal 
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Budget  are  so-called  "uucoiitrollable"  expenditures,  in  wliicli  substantial  cuts 
cannot  be  made.  My  answer  to  that  has  been,  and  remains,  that  the  budget  is 
uncontrollable  because  the  Congress  has  made  it  so.  Congress  "holds  the  purse 
strings,"  and  whatever  the  Congress  has  done,  it  has  the  power  to  undo.  Con- 
gress in  cooperation  with  the  Executive  Branch  would  simply  have  to  make  the 
hard  decisions  that  would  be  necessary  in  order  to  cut  back  on  government 
spending  to  be  in  compliance  with  a  constitutional  provision  of  the  type  em- 
bodied in  Resolution  55.  To  reduce  Federal  outlays  now,  or  in  the  next  year  or 
so  would  cause  some  dislocations  in  our  economy,  but  they  would  be  minor  in 
comparison  to  the  dislocations  we  will  experience  if  we  continue  along  our 
present  course. 

The  great  difficulty  would  lie  in  determining  which  programs  should  be  cut. 
The  only  reasonable  means  of  eliminating  the  least  desirable  or  most  wasteful 
expenditures  is  to  cut  the  budget  on  a  program-liy-program  basis.  To  advocate 
an  across-the-board  cut  of  5  to  10  per  cent  would  encounter  legal  obstacles  and 
make  it  difficult  for  political  decision-makers  to  agree  to  cut  Social  Security, 
Medicare,  Veterans  benefits,  and  the  like.  Still  in  all,  the  budget  could  be  balanced 
by  cutting  out  the  fat  as  has  been  demonstrated  by  a  recent  study  by  U.S. 
Representative  Philip  Crane  of  Illinois  entitled  "How  to  Cut  the  Budget:  A 
Program  for  Fiscal  Reform."  In  that  work,  Representative  Crane  argues  that 
using  the  figures  in  President  Ford's  proposed  budget  that  approximately  $52.5 
billion  could  be  cut  from  the  budget  for  fiscal  1U76.  In  proposing  his  budget 
cuts.  Representative  Crane  recognizes  no  sacred  cows.  All  14  functional  areas 
of  the  government  are  reduced  (see  Table  II ) . 

Another  valuable  publication  which  points  the  way  on  how  to  balance  the 
Federal  budget  is  by  Washington  reporter  Donald  Lambro.  He  has  examined 
50  major  and  minor  spending  programs  by  the  Federal  Government,  unearthed 
the  critical  facts  about  their  performance,  and  offered  reconunendations  for 
abolition  or  reduction.  In  his  book.  The  Federal  Ratholc,  Mr.  Lambro  estimates 
that  among  these  programs  alone,  at  least  $25-billion  in  taxpayer's  money  could 
readily  be  saved.  And  Lambro's  evidence  is  persuasive.  There  are,  for  instnnce, 
some  1,250  Federal  advisory  committees  and  boards  embracing  everything  under 
the  sun.  They  cost  the  taxpayers  $75-million  a  year  and  produce  nothing  of 
demonstrable  value.  Then  there  is  the  $lijO-million  annually  pumped  out  for 
Federal  movie-making — including  no  less  than  six  fully  equipped  film-making 
agencies  in  HEW  alone,  585  separate  dental  films,  a  .$64,000  series  teaching 
etiquette  to  Navy  officers,  and  so  forth. 

Table  II. — Suggested  Budget  Cuts 

(Crane  study) 

Budget  degcit  as  proposed  hy  President  Ford 

For  Fiscal  Year  1976 $51,900,000,000 

Reduction 

Propo.sed  reductions  by  function  :  (millions) 

National   defense $5,  750 

Foreign     affairs 4,  963 

Space  and  technology 190 

Natural  resources,  environment,  and  energy 3,070 

Agriculture    812 

C(jmmunity     development -4, 620 

Conunerce  and  transportation 8,290 

Education,  manpower,  and  social  services 4,  050 

Health 723 

Public  assistance/income  security 10,  620 

Veterans  l)enefits 269 

Law  enforcement  and  justice -     1,  156 

General   government 801 

Budget    allowances 7, 550 

Total  budget  savings  under  Crane  proposals 52,864 

If  these  much-needed  programs  are  too  difficult  to  cut  Lambro  has  others  at 
(he  ready.  Like  the  $49.5-million  spent  by  the  National  Science  Foundation  for 
such  things  as  teaching  chimpanzees  to  talk  or  for  research  into   something 
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called  "influence  of  dyadic  relationships  on  adherence  to  stressful  decisions." 
Or  like  $518-million  promoting  low-interest  loans  to  foreign  competitors  to 
American  business,  or  the  $1.5-billion  to  the  International  Development  Asso- 
ciation will  give  away  to  foreign  nations.  And  Lambro's  list  of  expendables 
goes  on  and  on. 

The  Crane  and  Lambro  studies,  along  with  a  number  of  similar  works  on  the 
same  subject,  have  shown  that  a  balanced  budget  can  indeed  become  a  reality. 
It  all  depends  on  whether  we  have  the  courage  of  our  convictions  and  on  how 
far  we  are  willing  to  go  in  making  sacrifices  in  domestic  programs  and  foreign 
give  aways.  Yet,  to  insure  that  we  will  eventually  accomplish  this  objective,  we 
must  have  a  mandatory  balanced  budget  provision  in  the  U.  S.  Constitution. 
Nothing  could  be  more  in  keeping  with  the  spirit  of  our  Bicentennial  Celebration 
than  to  once  again  return  fiscal  responsibility  to  the  operation  of  the  Federal 
Government. 

Resolution 

Whereas  many  economic  ills  experienced  from  time  to  time  at  the  national 
level  can  be  traced  to  and  attributed  to  deficit  spending  by  the  Federal  Govern- 
ment ;  and, 

Whereas  there  is  a  new  awareness  and  demand  among  taxpayers  throughout 
this  nation  for  a  return  to  fiscal  sanity  by  the  Federal  Government :  and 

Whereas  the  Federal  Government  should  set  the  example  for  fiscal  resi>onsi- 
bility  and  leadership  for  all  levels  of  Government ;  and 

Whereas  the  national  interest  would  best  be  served  with  a  constitutional 
requirement  that  the  U.S.  Government  operate  on  a  balanced  budget;  now 
therefore  be  it 

Resolved,  that  the  National  Association  of  State  Auditors,  Comptrollers  and 
Treasurers  duly  assembled  this  27th  day  of  August,  1975,  in  White  Sulphur 
Springs,  West  Virginia,  does  hereby  petition  and  urge  the  Congress  of  the 
United  States  of  America  to  propose  an  amendment  to  the  Constitution  of  the 
United  States  as  follows  : 

The  Congress  shall  provide  for  an  annual  tax  sufficient  to  defray  the  estimated 
expenses  of  the  United  States  Government  for  each  year,  and  whenever  it  shall 
happen  that  the  ordinary  expenses  of  the  United  States  Government  for  any 
year  shall  exceed  the  income  of  the  United  States  Government  for  such  year, 
the  Congress  shall  provide  for  levying  a  tax  for  the  ensuing  year  sufficient  to 
pay  the  deficiency  of  the  preceding  year,  as  well  as  the  estimated  expenses  for 
the  ensuing  year,  except  in  case  of  war  declared  by  Congress. 

Senator  Thukmoxd.  General  Patterson,  I  want  to  compliment  you 
on  your  statement.  I  think  it  is  a  very  fine  statement.  I  wish  every 
Governor  and  every  mayor  in  the  Ignited  States  could  read  this  state- 
ment. I  wisli  every  Member  of  the  Congress  would  read  it,  and  I 
intend  to  call  attention  to  the  Con^rress  of  this  statement,  and  maybe 
some  others,  with  the  hope  that  the  effect  that  such  statements  would 
be  beneficial  to  them. 

Thank  you. 

There  are  many  questions  I  could  ask;  T  will  see  if  Senator  Curtis 
has  any. 

Senator  Curtis.  I,  too,  want  to  thank  you.  General  Patterson,  for 
your  statement.  T  am  deli<ihted  that  a  number  of  o;ontlemen  from  your 
State  are  here. 

Mr.  Pen  Mori-is,  you  are  in  the  ])ublishin^  business,  are  you  not? 

Mr.  Morris.  Yes  sii". 

Senator  Curtis.  Do  you  believe  that  with  the  pi'oper  amount  of 
public  education  that  the  })eople  of  the  Ignited  States  are  ready  to  favor 
and  accept  this  discipline  to  be  placed  u])on  the  Federal  Government — 
the  limitation  on  their  si^endino;? 

Mr.  Morris.  Absolutely,  Senator. 

I  would  be  very  di?ai)])ointed  if  that  were  not  true. 

Senator  Curtis.  T  atrree  with  vou. 
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And  do  you  find  that  individuals  in  all  economic  levels  and  all  walks 
of  life  are  concerned  about  Fedei'al  deficits  and  inflation  and  so  on? 

Mr.  Morris.  Well,  I  am  sorry  to  say  I  do  not  find  that  with  all 
individuals  of  all  levels. 

Senator  Curtis.  Well,  I  mean  people  from  all  of  these  groups. 

Mr.  Morris.  Yes,  sir. 

Senator  (\rtis.  Mr.  Johnson,  what  is  your  business? 

Mr.  JoHXsox.  I  am  a  banker. 

Senator  Thurmond.  He  is  the  president  of  Banker's  Trust ;  it  is  a 
big  chain  bank. 

Senator  Curtis.  Do  you  feel  it  is  important  that  we  do  put  into  our 
Constitution  some  spending-  disciplines  as  far  as  the  Federal  Govern- 
ment is  concerned  ? 

Mr.  Joiixsox.  Very  definitely,  sir. 

South  Carolina  is  a  ])oor  State ;  our  per  capita  income  is  on  the  lower 
end  of  the  list,  and  some  of  the  scholars  testified  earlier  a  major  cause 
of  inflation  is  the  deficit  spendino-  by  the  Federal  Government,  and 
this  is  hitting  our  people  exceptionally  hard. 

The  middle-income  and  the  low-income  people  are  the  ones  that  arc 
paying  the  price.  And  I  agree  with  you,  sir,  that  given  the  opportunity, 
they  will  respond  favorably  to  your  proposal. 

Senator  (^urtis.  Mi-.  McGowan,  what  is  your  business? 

Mr-.  McGowAX.  I  am  commissioner  of  labor  for  the  State  of  South 
Carolina. 

Senator  Cirtis.  And  you  support  such  a  jjroposal  for  requiring  the 
Federal  Govermnent  to  ffo  on  a  pay-as-you-go  basis  ? 

Ml'.  McGoAVAx.  Yes,  sir,  very  much  so. 

May  I  make  a  short  statement,  sir? 

Senator  Curtis.  Yes,  go  ahead. 

Ml'.  McGovv'Ax.  You  alluded  to  this  a  iew  minutes  ago. 

We  have  heard  some  very  exjxM't  testimony  here  today.  My  thesis — 
and  I  have  a  statement  I  would  like  to  turn  in — is  what  really  concerns 
me  in  this  country  is  the  concei'u  and  the  frustration  of  the  people  of 
this  country. 

I  ti'avel  this  Xation  extensively  in  my  job;  T  talk  to  a  lot  of  people, 
and  they  are  concerned.  Now  the  res)3onsible  people  are  not  doing 
what  the  radicals  do;  that  is,  buy  a  handgun  and  try  to  kill  the  Presi- 
dent. But  they  are  just  as  frustrated;  they  are  just  as  concerned  about 
this  Nation.  And  I  think  their  concern  is  where  we  are  going  in 
government. 

Now  as  a  public  official,  I  get  an  awful  lot  of  this  from  i)eople — 
whei'e  are  we  headed  in  irovernment  ?  Now  to  me.  we  have  got  to  return 
to  some  res])onsib]e  government  in  order  to  build  back  confidence  in 
government  on  the  nart  of  our  peoole. 

Senator  Curtis.  Well,  if  this  Cono-i-ess  would  muster  sufficient  votes 
to  submit  a  ]:»i'oposal  I'equirino-  a  balanced  budget  to  the  States  that 
it  be  ratified,  do  you  affree  with  me  that  immediatelv  there  would  be  a 
surge  of  confidence  over  the  country  due  to  the  fact  that  the  Federal 
Govermnent's  house  would  be  nut  in  order? 

Ml'.  ]\IcGowAx.  This  would  be  the  first  step.  Senator. 

Senator  Curtis.  And  from  that  Avould  flow  investments  and  job 
opDortunities  and  production  and  raising  of  the  standard  of  living. 

^Ir.  McGowAx.  That  is  riffht,  sir. 


164 

Senator  Curtis.  We  certainly  do  want  these  statements  of  you  indi- 
viduals, and  we  would  be  delighted  to  have  them. 
Mr.  Thigpen,  you  are  an  educator  ? 
Mr.  TiiiGPEN.  Yes,  sir;  I  hope  so. 

Senator  Curtis.  And  do  you  share  the  view  that  has  been  expressed ''. 
Mr.  Thigpen.  I  do. 

Let  me  just  say  there  is  one  difference  that  I  have  with  some  of  my 
friends.  And  that  is  that  I  do  not  necessarily  think  there  is,  out  in  the 
country  today,  an  overwlielming  sentiment.  In  other  words,  I  do  not 
think  there  is  a  feeling  that  something  is  going  on  in  Washington 
that  is  terribly  wa^ong  in  terms  of  Federal  spending.  And  I  think 
that  is  the  important  aspect  of  this  amendment — the  proposal  for  the 
amendment — that  perhaps  it  would  draw  attention  to  the  type  of 
spending  and  the  types  of  budget  deficits  that  we  have  at  the  Federal 
level — in  other  words,  I  think  we  have  to  get  the  word  out  to  the  people 
of  the  country.  I  think  that  is  the  important  thing. 

Senator  Curtis.  It  is  not  wise  for  an  elected  official  to  give  advice  to 
the  press,  and  it  is  nevei-  very  successful.  But  my  notion  of  a  free  press 
is  one  that  keeps  the  public  informed,  and  I  have  a  fear  that  out  of  the 
great  amount  of  news  that  is  available  to  broadcast  and  to  print  that 
there  has  not  been  enough  attention  to  keeping  the  American  public 
informed  on  the  fiscal  condition  of  our  Government. 

Mr.  Thigpen.  Jack  Kilpatrick  did  a  very  nice  piece  on  these  hear- 
ings, and  I  just  wish  there  woidd  be  others. 

Senator  Curtis.  Mr.  Beasley,  what  is  your  business? 
Mr.  Pattersox.  He  did  not  come.  Senator.  He  is  not  able  to  be  here. 
Senator   Curtis.  I   again   want  to  express   my   appreciation   for 
your  appearance. 

Senator  Thurmond.  I  want  you  to  keep  your  seats  just  a  moment. 
I  want  to  say  that  these  other  gentlemen  who  came  with  Mr.  Patter- 
son—Mr. Johnson,  Mr.  Morris,  Mr.  McGowan  and  Dr.  Thigpen— 
have  statements,  I  believe,  and  without  objection,  those  statements 
will  follow  the  State  treasurer's  statement  in  the  record. 

Do  any  of  you  have  anything  else  you  would  like  to  say  on  this  sub- 
ject before  you  leave  ? 

Well,  again,  I  want  to  express  my  sincere  appreciation  for  coming 
here  today.  I  am  proud  of  the  manner  in  which  South  Carolina  has 
conducted  its  finances.  I  recall  the  third  year  I  was  Governor,  the 
income  was  not  sufficient  to  meet  the  expenditures,  and  the  legislature 
had  to  impose  new  taxes.  And  the  State  has  not  hesitated  either  to 
impose'new  taxes  or  to  cut  the  expenditures — one  or  the  other  has  to 
be  done. 

The  same  principle  will  have  to  be  followed  in  Washington  if  we 
are  going  to  balance  the  budget.  Either  raise  the  taxes  or  cut  the  ex- 
penditures. I  think  we  ought  to  cut  the  expenditures.  We  have  so  many 
things  that  could  be  reduced. 

The  statement  that  you  just  heard  a  few  moments  ago — it  was  an 
excellent  statement  bv  ^Ir.  Faulkner— in  which  he  stated  that  in 
1970,  in  wliich  he  quoted  the  Secretary  of  HeaUh,  Education,  and 
Welfare,  Caspar  Weinberger,  and  this  is  Mr.  Weinberger's  state- 
ment that  he  quoted:  He  says,  "When  I  came  to  Washington  in  1970, 
the  Federal  budget  outlav  stood  at  $196.6  billion;  it  is  now'*— and 
that  is  1975— $358.9  billion,  an  increase  of  83  percent.''  Now  that  is 
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in  a  period  of  5  years  that  the  Federal  budget  has  increased  83  percent. 

Now,  how  much  higher  is  this  budget  going  to  go?  Some  of  us  have 
been  around  here  and  voting  against  these  increases  for  years  and 
years.  But  it  seems  we  just  have  not  been  able  to  stem  the  tide.  If  we 
can  pass  this  constitutional  amendment,  then  the  tide  will  be  stemmed. 

In  other  words,  any  year  that  the  Congress  spends  more  than  it  takes 
in,  a  tax  automatically— and  this  is  probably  even  better  than  the 
South  Carolina  arrangement.  The  South  Carolina  Constitution  says 
that  the  legislature  and  the  general  assembly  shall  provide  for  levy- 
ing of  taxes  for  the  ensuing  year  sufficient  to  pay  the  deficiencies  of  the 
preceding  year. 

That  puts  the  burden  on  the  legislature.  Under  this  amendment, 
an  excise  tax  will  autom.atically  go  into  effect.  And  what  will  happen 
then  ?  The  people  are  going  to  rise  up  and  say,  why  this  tax  ?  What 
are  you  spending  money  for  that  we  have  got  to  increase  taxes  like  this  ? 

In  my  judgment,  public  opinion  will  then  demand  that  the  expendi- 
tures in  Washington  be  reduced.  The  reason  it  has  not  been  done  so 
far  is  that  the  Federal  Government  has  been  able  to  borrow  their 
money ;  they  have  been  able  to  issue  notes  and  bonds.  And  by  borrow- 
ing tiie  money  and  putting  this  debt  on  the  taxpayers  in  the  next 
generation,  the  public  generally  has  not  felt  it.  Under  this  amendment, 
tliey  will  feel  it.  It  will  bring  it  home. 

Therefore,  I  think  it  is  the  l)est  possible  course  we  could  take. 

I  congratuhate  the  able  Senator  from  Nebraska  for  introducing  this 
amendment.  I  was  pleased  to  join  him  on  it.  I  joined  the  late  Senator 
Harrv  Byrd  before  he  died  on  a  similar  amendment — not  quite  as 
stron'g  or  good  as  this.  I  think,  and  I  have  joined  others  throughout  the 
years.  But  this  is  tlie  best  amendment,  in  my  opinion,  that  has  been 
offered  since  I  have  been  in  the  Congress,  and  I  hope  we  can  get 
sympathetic  hearing. 

'  If  we  could  get  the  press  to  advertise  tliis  amendment,  to  carry  the 
message  to  the  people — I  know,  Mr.  Morris,  your  people  would  do  it, 
but  if  we  could  get  the  whole  press  to  do  it,  we  can  adopt  this  amend- 
ment. After  all.  Congress  is  going  to  do,  more  or  less,  what  public 
opinion  says.  And  if  public  opinion  speaks  out,  this  amendment  can  be 
adopted. 

Again,  I  want  to  thank  all  of  you  for  coming  here,  and  your  pre- 
sentation and  your  presence  means  a  great  deal.  And  I  hope  that  good 
results  will  come  from  it. 

Thank  you,  again. 

Mr.  Patterson.  Thank  you  very  much.  Senator. 

Senator  Thurmond.  Now,  Mr.*  Jerry  Beasley,  who  is  president  of 
the  Textile  Manufacturer's  Association,  is  sitting  in  the  back  of  the 
room. 

Mr.  Beasley,  would  you  like  to  come  up  and  say  a  word  on  the  im- 
portance of  passing  this  constitutional  amendment  to  balance  the 
budget  ? 

You  represent  the  largest  segment  of  business  in  South  Carolina — 
that  is  the  textile  people.  Tlie  textile  industry  in  South  Carolina  pro- 
vides about  60  to  65  percent  of  all  of  the  jobs  of  all  industry  in  the 
State.  Without  the  textile  industry,  our  State  would  practically  be  a 
ghost  State. 

Do  you  care  to  say  a  word  on  this  amendment  ? 
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STATEMENT  OF  JERRY  BEASLEY,  PRESIDENT,  TEXTILE 
MANUFACTURER'S  ASSOCIATION  OF  SOUTH  CAROLINA 

Mr.  Beasley,  Well  I  certainly  appreciate  the  opportunity  to  be 
recognized,  and  I  defer  to  what  these  gentlemen  from  South  Carolina 
have  already  said.  You  know  I  hold  in  very  high  esteem  our  commis- 
sioner of  labor  and  our  fine  State  treasurer,  Mr.  Patterson,  and  Mr. 
Morris  of  the  State  newspaper,  and  Mr.  T.  W.  Johnson,  who  is  one 
of  the  great  businessmen  in  our  State.  And  I  am  sure  they  adequately 
covered  the  provision. 

I  would  simply  say  the  textile  industry  supports  no  deficit  financing 
without  question.  We  would  like  to  see  a  balanced  budget  up  here,  and 
I  think  it  would  help  solve  this  problem  of  capital  formation  which 
is  so  much  in  the  limelight  in  this  country  today.  And  it  would  pro- 
vide the  jobs  and  productivity  necessary  to  keep  this  country  moving. 

Senator  Thurmond,  I  presume  you  endorse  this  amendment  then 
that  is  being  proposed  here  ? 

Mr.  Beasley.  Yes  sir. 

Senator  Thurmond.  Thank  you  very  much. 

Xow  we  have  a  witness  here  who  will  take  just  a  few  minutes,  who 
has  to  leave  and  I  am  going  to  take  him  before  lunch.  Mr.  James  Evans ; 
he  is  with  the  American  Conservative  Union. 

I  might  announce  that  when  Mr.  Evans  finishes  here,  we  are  going 
to  recess  until  1 :30  o'clock,  and  we  will  come  back  in  this  room  at 
1 :30  o'clock,  and  the  hearing  will  continue. 

Mr.  Evans,  we  are  delighted  to  have  you  with  us.  You  may  proceed. 

STATEMENT  OF  JAMES  R.  EVANS,  GLEN  ELLYN,  ILL.,  REPRESENT- 
ING THE  AMERICAN  CONSERVATIVE  UNION  OF  WASHINGTON, 
D.C. 

Mr.  Evans.  Thank  you,  gentlemen. 

My  name  is  James  R.  Evans.  I  reside  in  Glen  Ellyn,  111.  I  am  here 
today  representing  the  American  Conservative  Union  and  its  80,000 
members  to  testify  on  behalf  of  this  joint  resolution.  My  positions, 
however,  are  my  own. 

There  has  been  much  reference  today  to  the  problems  of  capital 
formation  created  by  our  deficit  spending;  and,  rather  than  covering 
the  general  subject  which  has  been  well  covered,  I  would  like  to  slant 
some  remarks  specifically  in  that  direction. 

As  you  well  know,  during  tlie  past  40  years,  while  the  population 
of  our  country  has  grown  approximately  75  percent,  the  cost  of 
government  lias  exploded  by  more  than  10,000  percent,  or  about  135 
times  the  population  growth  rate. 

This  unrestrained  spending  is  destroying  what  is  probably  the 
most  important  part  of  the  lifeblood  of  our  economy,  which  is  capital 
formation  and  accumulation.  I  think  sometimes,  perhaps,  that  many 
of  our  legislators  do  not  quite  understand  wliat  this  means,  and  I  would 
like  to  suggest  a  few  examples. 

Today  a  man  can  leave  his  home  in  New  York  City.  He  can  arrive 
at  his  destination  in  San  Francisco  in  about  5  hours. 

Now,  the  reason  he  can  do  that  is  that  he  is  able  to  utilize  approxi- 
mately $10  billion  in  capital  that  has  been  created  by  American  busi- 
ness and  invested  in  the  requirements  that  produce  the  taxicabs  he 
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used,  the  superhighways  OA'er  which  he  traveled,  the  extensive  airport 
facilities,  a  747  jumbo  jet,  and  the  rest  of  the  accompanying  luxuries 
that  go  with  it;  200  years  ago  it  took  the  same  man  appr'oximately  200 
extremelv  uncomfortable  days  to  go  from  New  York  to  San  Francisco, 
and  involved  probably  an  investment  of  about  $300  in  capital  in  terms 
of  his  conestoga  wagon,  horses,  and  allied  equipment. 

By  way  of  further  example,  there  is  no  job  that  can  be  done  manually 
any  faster  today  than  it  was  done  200  years  ago.  It  is  not  possible  for  a 
man  to  earn  more  than  a  dollar  or  two  an  hour  for  moving  earth  with  a 
shovel,  even  with  a  strong  union;  but  if  someone  provides  the  capital 
required  to  furnish  him  with  a  Caterpillar  3-cubic-yard  tractor, 
he  then  becomes  worth  $10,  $15,  maybe  $20  per  hour.  Gentlemen,  that 
is  the  taproot  from  which  all  of  our  productivity  and  our  standard 
of  living  emanates. 

Now,  who  provides  the  capital  necessary  for  these  tractors,  the 
machine  tools,  and  the  other  sources  of  productivity,  jobs,  high  wages, 
and  in  turn,  economic  stability  ? 

Most  of  it  is  derived  from  corporate  profits.  As  an  aside,  I  might 
comment,  those  much  maligned  corporate  profits  realy  simply  become 
another  business  cost — the  cost  of  capital  with  which  to  provide  tools 
and  job — thus,  capital  formation. 

(^apital  accunnilation,  of  course,  is  simply  the  result  of  private 
savings  and  innumerable  other  interest  and  dividend  bearing  invest- 
ments created  from  the  salai'ies  and  incomes  of  people  who  creatively 
work  to  provide  goods  and  services.  These,  in  turn  provide  the 
required  sources  for  further  business  borrowings  for  still  further 
expansion. 

In  short,  while  the  untutored  continue  to  propose  various  forms  of 
forced  redistribution  of  the  economic  pie,  our  great  free  market  system 
has  continued  to  bake  bigger  and  bigger  ])ies,  which,  despite  reports 
to  the  contrary,  allow  a  most  productive  and  moral  distribution  to  take 
care  of  itself  without  interference  and  coercion. 

The  most  serious  part  of  this  i:)roblem,  to  me,  is  that  we  are  simply 
I'unning  out  of  the  major  ingredient  in  our  synergistic  economic  pie; 
namely,  capital. 

Government  at  all  levels  today  consumes  close  to  45  percent  of  our 
personal  incomes  in  taxes,  and  the  ravages  of  inflation  continue  to  rob 
the  economv  of  its  vitality. 

In  1974,  Government  took  almost  65  percent  of  the  available  credit, 
and  during  the  coming  fiscal  year  it  Avill  take  more  than  70  percent, 
and  that,  of  course,  becomes  unavailable  to  business. 

To  demonstrate  all  of  this  even  more  graphically  and  the  staggering 
nature  that  this  pro])lem  reallv  ]n-ovides.  I  am  goino-  to  refer  to  some 
figures  from  a  consolidated  balance  sheet  foi'  the  I^'.S.  Government  for 
the  fiscal  year  ending  June  P>0,  1974,  pre])ared  recently  V)V  Arthur 
Anderson '&  Co.  It,  l)y  the  way,  was  reprinted  in  Business  "Week  one 
issue  earlier. 

If  the  Government  used  accrual  accounting  methods  (and  I  might 
add  that  there  is  no  accounting  firm  in  the  ITnited  States  that  will 
certifv  a  statement  for  any  corporation  unless  it  is  on  an  accrual  basis 
and  almost  all  of  American  business  functions  on  an  accrual  basis) 
then  the  renorted  i<<8.5  billion  deficit  tliat  we  had  for  fiscal  1078  becomes 
a  more  realistic  $95  lullion  deficit:  and  it  is  estimated  that  for  1975, 
the  figure  will  be  double  what  the  Govermnent's  statements  will  show. 
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Now,  the  Arthur  Anderson  balance  sheet  reflects  total  liabilities  of 
well  over  $1  trillion  and  an  accumulated  deficit  of  $812  billion.  Now, 
I  respect  Professor  Freeman's  comments,  but  gentlemen,  that  is  bank- 
ruptcy by  any  definition.  That  is  worse  than  the  condition  in  which 
New  York  finds  itself. 

Now,  a  constitutional  amendment  such  as  Senator  Curtis  has  pro- 
posed is  not  only  essential,  it  is  urgent.  Unless  we  act  very,  very  quickly, 
I  think  the  public  through  the  press  and  otherwise,  should  be  made 
to  realize  that  not  only  high  double-digit  inflation  is  probable,  but 
three-digit  inflation  is  even  possible.  If  that  happens,  we  will  have  seen 
the  final  destruction  of  the  most  productive  economic  system  the  world 
has  ever  known. 

Thank  you. 

Senator  Thurmond.  Thank  you  very  much  for  your  appearance  here. 
We  appreciate  your  statement. 

Senator  Curtis,  do  you  have  any  questions  ? 

Senator  Curtis.  Mr.  Evans,  I  want  to  thank  you  for  appearing. 

What  is  the  source  from  which  we  get  capital  ? 

Mr.  Evans.  The  only  source  for  capital  is  business  profits  and  the 
private  savings  that  result  from  it.  I  do  not  think  even  John  Kenneth 
Galbraith  has  come  up  with  a  third  source,  and  he  has  been  trying  for 
some  time. 

Senator  Curtis.  And  if  the  Government  is  too  big  a  part,  too  big  a 
competitor  for  both  the  profits  and  the  private  savings,  our  capital 
formation  sutlers. 

Mr.  Evans.  Well,  it  more  than  suffers  because  as  has  been  suggested, 
Government  really  does  not  have  any  resources  other  than  what  it 
gets  fi'om  the  taxpayer.  It  has  no  method  of  creating  capital.  I  think 
one  of  the  important  things  that  perhaps  our  legislators  do  not  realize 
is  that  when  we  talk  about  business,  they  tend  to  think  of  General 
Motors  and  Caterpillar  Ti-actor.  As  a  businessman,  I  can  tell  you  that 
more  than  95  percent  of  all  of  the  businesses  in  the  T  Jiited  States  that 
produce  goods  and  services  have  fewer  than  100  employees.  More  than 
32  percent  of  them  have  fewer  than  20  employees,  and  combined  they 
produce  well  over  half  of  our  gross  national  product. 

Now,  that  is  what  real  American  business  is.  These  are  little  people 
with  20  employees,  5  employees,  50  employees,  and  they  are  the  ones 
that  are  really  seriously  being  hurt  by  that.  They  can  simply  not  replace 
equipment  and  provide  jobs  and  expand  under  these  conditions. 

Senator  Curtis.  Thank  you  very  much. 

Senator  Thurmond.  We  will  now  take  a  recess  until  1 :30. 

[Whereupon,  at  12  :10  p.m.,  the  subcommittee  recessed,  to  reconvene 
at  1 :30  p.m.,  that  same  day.] 

AFTERNOON    SESSION 

Senator  Scott  [presiding].  Tlie  committee  will  come  to  order. 

Let  me  say  that  we  are  vei'v  ])leased  to  have  Senator  Curtis  here  with 
the  committee,  a  longtime  Member  of  the  Senate,  but  not  a  member  of 
the  Judiciary  Committee,  the  author  of  one  of  the  two  bills  that  the 
committee  has  under  consideration.  It  is  good  of  him  not  only  to  be 
the  principal  author  of  one  of  these  bills  but  to  take  the  time  that  he 
has  taken,  not  only  today,  but  throuahout  the  hearings  before  this 
subcommittee,  to  be  here  and  to  sort  of  shepherd  his  bill  a  little  bit. 

Is  Senator  Clark  present  ? 
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We  will  hear  from  you  first,  Senator. 

Xow,  let  me  say  for  the  benefit  of  all  of  the  witnesses  that  the  full 
committee  meets  at  2  o'clock,  and  I  am  ^oin":  to  have  to  be  at  that  meet- 
ing. So,  what  I  w^oulcl  like  for  each  of  you  to  do  is  to  make  your  pres- 
entation in  your  own  way,  but  where  it  is  convenient  to  do  so,  to  submit 
3'our  statement  for  the  record  so  that  we  can  hear  from  as  many  wit- 
nesses as  possible.  I  do  not  want  to  restrict  you,  but  I  am  restricted  by 
time,  because  I  have  to  be  at  the  committee  meeting  at  2  o'clock. 

You  go  ahead,  Senator. 

STATEMENT  OP  HON.  JAMES  CLARK,  JR.,  A  STATE  SENATOR  FROM 
MARYLAND  IN  THE  MARYLAND  GENERAL  ASSEMBLY 

Mr.  Clark.  Mr.  Chairman,  Senator  Curtis,  my  name  is  James  Clark, 
Jr.  I  am  a  farmer  and  have  been  a  member  of  the  Maryland  General 
Assembly  for  17  years,  tlie  last  13  in  the  State  senate,  where  I  now 
serve  as  chairman  of  the  Finance  Connnittee. 

Today,  however,  I  appear  before  you  as  a  concerned  citizen. 
I  am  appreciative  of  the  opportunity  to  testify  before  this  committee 
on  Senate  Joint  Resolution  55  and  want  to  congratulate  its  sponsor, 
Senator  Curtis,  for  bringing  before  this  Congress  a  proposal  aimed  at 
checking  the  gretitest  threat  to  our  Nation  today — the  ever-growing 
Federal  debt  and  the  inflation  which  it  continues  to  cause.  The  deficit 
spending  policy  of  our  Government  is  robbing  every  American  by 
undermining  our  purchasing  power  and  causing  us  to  pay  ever- 
increasing  income,  sales,  capital  gains,  and  estate  taxes.  I  want  to  make 
it  clear  tliat  I  wholeheartedly  endorse  the  concept  of  a  constitutional 
restraint  on  Congress  power  to  borrow  and  spend.  I  have  come  to 
believe  that  such  a  restraint  is  necessary  because  Congress  is  collectively 
incapable  of  resisting  the  immense  pressures  exerted  on  it  to  spend. 

As  an  elected  repVesentative  in  ]Maryland,  the  one  clear  message  I 
get  from  the  people  is  their  concern  about  deficit  Federal  spending 
and  the  inflation  it  is  creating.  In  recognizing  these  dangers,  it  seems  to 
me  that  the  people  are  showing  more  intelligence  than  their  govern- 
ment. Thev  know  that  the  govei-nment  cannot  continue  to  s])end  money, 
which  it  does  not  have  and  that  inflation  will  not  be  halted  until  the 
Federal  Government's  spending  is  restrained. 

However,  the  average  citizen  stands  defenseless  against  the  Federal 
bureaucracy  in  his  desire  to  see  government  on  a  sound  flscal  basis.  In- 
creasinglv.  citizens  are  turning  to  their  State  legislatures,  which  can 
petition  Congress  to  convene  a  convention  for  the  purpose  of  proposing 
a  constitutional  restriction  on  Federal  spending. 

The  General  Assembly  of  Maryland  approved  a  resolution  last 
spring  under  my  sponsorship  whicli  not  only  requests  Congress  to  pro- 
pose  a  balanced  budget  amendment,  but  also   petitions   Congress, 

should  it  fail  to  propose  the  amendment  on  its  owai 

Senator  Scott.  Senator,  let  me  interrupt 

Mr.  Clark.  Yes,  sir. 

Senator  Scott  [continuing].  With  the  admonition  that  I  made  at 
the  beginning.  If  vou  could  just  submit  your  statement  for  the  record 
and  then  just  testify  in  any  way  you  want  to,  in  fairness  to  the  other 
witnesses. 

Mr.  Clark.  Well,  it  was  so  short  that  I  thought  that  I  would  ]ust 
read  it. 
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Senator  Scott.  All  ri^ht,  sir.  Go  ahead. 

Mr.  Clark.  In  any  event,  Maryland  lias  made  this  call  for  the 
convention,  and  other  States  have  joined  ns — Mississippi  and  Louisi- 
ana— and  many  other  States  are  going  to  take  up  this  subject  in  their 
common  legislatures  which  will  meet  in  January. 

We  feel  that  if  the  Congress  will  not  act  on  its  own  and  give  us  an 
amendment,  then  there  is  no  recourse  left  to  us  but  to  pursue  the  call 
for  the  convention  for  this  purpose. 

I  can  think  of  no  better  way  to  observe  the  Bicentennial  of  our 
great  country  than  to  face  up  to  and  solve  the  most  serious  problem 
plaguing  our  Nation  today.  The  greatest  legacy  we  could  pass  on  to 
future  generations  of  Americans  would  be  a  constitutional  harness 
on  Federal  spending. 

Senator  Scott.  We  will  include  your  entire  statement  in  the  record, 
and  Senator,  let  me  compliment  you  on  being  here.  I  am  cosponsor  of 
this  resolution,  with  Senator  Curtis.  He  is  the  primary  sponsor.  I 
hate  to  not  let  you  talk  at  great  length,  but  we  have  other  commitments. 

Mr.  Clark.  I  understand  that. 

[The  prepared  statement  of  Mr.  James  Clark,  Jr.,  follows :] 

Statement  by  Senator  James  Clark,  Jr.,  of  the  Maryland  General  Assembly 

My  name  is  James  Clark,  Ji*.  I  am  a  farmer  and  have  been  a  member  of  the 
Maryland  General  Assembly  for  seventeen  years,  the  last  thirteen  in  the  State 
Senate,  where  I  now  serve  as  Chairman  of  the  Finance  Committee.  Today,  how- 
ever, I  appear  before  you  as  a  concerned  citizen. 

I  am  appreciative  of  the  opportunity  to  testify  before  this  committee  on  S.J. 
Res.  55  and  want  to  congratulate  its  sponsor.  Senator  Curtis,  for  bringing  before 
this  Congress  a  proposal  aimed  at  checking  the  greatest  threat  to  our  Nation 
today — the  ever-growing  Federal  debt  and  the  inflation  which  it  continues  to 
cause.  The  deficit  spending  policy  of  our  Government  is  robbing  every  American 
by  undermining  our  purchasing  power  and  causing  us  to  pay  ever-increasing  in- 
come, sales,  capital  gains,  and  estate  taxes.  I  want  to  make  it  clear  that  I  whole- 
heartedly endorse  the  concept  of  a  constitutional  restraint  on  Congress'  power 
to  borrow  and  spend.  I  have  come  to  believe  that  such  a  restraint  is  necessary 
because  Congress  is  collectively  incapable  of  resisting  the  immense  pressures 
exerted  on  it  to  spend. 

As  an  elected  representative  in  Maryland,  the  one  clear  message  I  get  from 
the  people  is  their  concern  about  deficit  Federal  spending  and  the  inflation  it 
is  creating.  In  recognizing  these  dangers,  it  seems  to  me  that  the  people  are 
showing  more  intelligence  than  their  Government.  They  know  that  the  Govern- 
ment cannot  continue  to  spend  money  it  does  not  have  and  that  inflation  will 
not  be  halted  until  the  Federal  Government's  spending  is  restrained. 

However,  the  average  citizen  stands  defenseless  against  the  Federal  bureau- 
cracy in  his  desire  to  see  Government  on  a  sound  fiscal  basis.  Increasingly, 
citizen  ai-e  turning  to  their  State  legislatures,  which  can  petition  Congress  to 
convene  a  convention  for  the  purpose  of  proposing  a  constitutional  restriction 
on  Federal  spending. 

The  General  Assembly  of  Maryland  approved  a  resolution  last  spring  under 
my  sponsorship  which  not  only  requests  Congress  to  propose  a  balanced  budget 
amendment,  but  also  petitions  Congress,  should  it  fail  to  propose  the  amend- 
ment on  its  own,  to  call  a  Convention  for  the  sole  purpose  of  proposing  an  amend- 
ment requiring  a  balanced  budget,  with  certain  exceptions.  I  have  submitted 
a  copy  of  the  Maryland  Resolution  with  my  testimony. 

Maryland  has  been  joined  by  ^Mississippi  and  I^ouisiana  in  petitioning  Con- 
gress for  a  Convention  for  the  specific  jmrpose  of  proposing  a  balanced  budget 
amendment.  In  my  conversations  with  legislators  from  other  States  whom  I 
meet  at  Regional  and  National  legislature  conferences,  I  have  personally  heard 
of  strong  sentiment  for  the  passage  of  similar  resolutions  in  the  legislatures, 
of  Arkansas.  Delaware.  Florida,  Georgia,  Nebraska.  Nevada,  Oklahoma,  South 
Carolina.  Tennessee,  Texas.  Utah,  Virginia,  West  Virginia  and  Wyoming.  Spon- 
taneous and  independent  citizen  sentiment  in  favor  of  a  constitutional  restriction 
on  Federal  deficit  spending  policies  in  springing  up  across  the  land.  This  is  a 
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grass  roots  movement  and  it  is  gaining  strength.  It  is  significant,  I  believe,  that 
demands  for  fiscal  responsibility  at  the  Federal  level  are  coming  from  the  State 
level  where  the  vast  majority  of  State  Governments  are  restricted  by  constitu- 
tion and  statute  to  live  within  their  means.  At  least  thirty-eight  States  in  this 
country  have  requirements  that  their  budgets  be  balanced  and  their  debts 
strictly  limited,  but  only  thirty-four  States  must  petition  Congress  for  a  con- 
vention call. 

The  framers  of  our  Federal  Constitution  were  men  of  great  perception  and 
the  document  which  they  gave  us  has  proven  truly  remarkable.  But  they  failed 
to  put  any  fiscal  restraints  on  the  operations  of  the  Federal  Government.  It  is 
(piite  understandable  that  they  could  not  foresee  the  reckless  deficit  si^ending 
habits  of  our  Government  in  this  decade.  They  were,  however,  wise  enough  to  give 
us  in  article  V  a  metliod  of  correcting  the  document  by  the  amendment  process. 
They  were  also  wise  to  give  us  alternate  methods  of  proposing  the  amendments. 
As  James  Madison  explained,  article  V  "equally  enables  the  General  and  the 
State  Governments  to  originate  the  amendment  of  errors  as  they  may  be  pointed 
out  by  the  experience  on  one  side  or  on  the  other."  If  Congress  fails  to  bring 
fiscal  restraint  to  the  Government  with  a  constitutional  amendment  like  the 
proposals  before  .you  today,  then  the  citizens  of  this  Nation  have  been  left  no 
other  recourse  than  to  work  through  their  State  legislatures  to  petition  for  a 
convention. 

I  would  like  to  conclude  my  statement  today  b.v  saying  that  I  can  think  of 
no  better  way  to  observe  the  Bicentennial  of  our  great  country  than  to  face  up 
to  and  solve  the  most  serious  problem  plaguing  our  Nation  today.  The  greatest 
legacy  we  could  pass  on  to  future  generations  of  Americans  would  be  a  consti- 
tutional harness  on  Federal  spending. 

Senator  Curtis.  Mr.  Chairman,  I  want  the  record  to  show  that  Mr. 
Clark,  Senator  CLark.  has  been  a  very  great  help  in  bringing  about 
these  hearings.  He  called  at  my  office  some  months  ago,  told  me  of  liis 
work  in  Maryland,  his  visits  to  many  other  States  promoting  the  idea 
of  a  constitutional  requirement  for  a  balanced  budget.  He  attended 
the  hearings  that  we  had  2  Aveeks  ago,  and  Senator  Clark,  I  want  the 
record  to  show  our  deep  appreciation  for  your  appearance. 

Do  you  have  a  statement  to  submit  for  the  record  from  State 
Treasurer  James? 

Mr.  Clark.  Yes.  Yes,  I  have.  The  reporter  has  that  as  well  as  my 
statement. 

Senator  Curtis.  Thank  you  very  much. 

[The  prepared  statement  of  Maryland  State  Treasurer  William  S. 
James  follows:] 

Statement  of  Maryland  State  Treasurer  William  S.  James 

Gentlemen,  approximately  60  years  ago  Mary  landers  concluded  that  its  General 
Assembly  needed  constitutional  discipline  to  conduct  State  fiscal  affairs  in  a 
responsible  fashion.  In  1916  the  voters  established  a  constitutional  requirement 
that  Maryland  budgets  be  balanced.  Since  the  adoption  of  what  is  konwn  as  the 
"executive  budget  system."  Maryland  has  followed  its  constitutional  direction 
as  an  article  of  faith.  Attached  "Exhibit  I"  provides  a  copy  of  this  constitu- 
tional guide  and  a  brief  outline  of  ^Maryland's  Budget  Process. 

In  stark  contrast  to  Maryland  fiscal  constraints,  during  the  past  45  years, 
Marylanders  have  oljserved  the  spread  of  the  disease  of  fiscal  irresponsibility 
in  tiie  Federal  Government.  The  alarm  is  not  recent.  In  1944  Senator  Millard 
E.  Tydings  published  an  article  in  The  Saturday  Evening  Post  entitled  "Why 
I  Propo.sed  a  Pay-as-We-Go  Amendment"  (Exhibit  II).  He  concluded  his  obser- 
vations with  the  following  inspired  prophecy  : 

"The  alternatives  to  pay-as-you-go  after  the  war  are  not  pleasant  to  contem- 
plate. Among  them  certainly  are  continued  high  taxes :  a  constant  threat  to  the 
value  of  our  currency  and  to  the  savings  of  the  people  in  savings  accounts  and 
life  insurance  ;  the  reiieated  postponement  of  any  effort  to  put  our  house  in  order  ; 
and.  finally  and  only  too  probably,  economic  and  political  disaster  and  ruin.  If 
there  are  any  valid  arguments  against  setting  up  now  an  adequate  protection 
against  such  catastrophes,  I  do  not  know  what  they  are." 
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Recently  The  Reader's  Digest  republished  an  article  from  Richmond  News 
Leader  illustrated  by  a  table  showing  the  direct  relationship  between  federal 
deficit  and  inflation  (Exliibit  III).  With  29  annual  deficits  and  a  1940  dollar 
now  worth  28  cents,  the  Tydings  prediction  could  not  have  been  more  accurate. 
Simple  logic  dictates  the  mathematical  certainty  that  the  payment  of  interest 
incurred  by  a  booming  national  debt  will  one  day  become  the  principal  purpose 
of  government.  The  real  objectives  for  which  government  is  organized  will 
become  secondary.  To  prevent  the  unacceptable  result  of  a  government  operated 
to  serve  bondholders,  not  doubt,  the  printing  liress  will  be  the  last  resort.  Bond- 
holders and  tlie  trusting  will  be  cheated  of  their  savings. 

In  a  democracy  "things  must  get  worst  before  they  get  better."  Perhaps  we  are 
reaching  the  .stage  when  citizens  become  alarmed.  On  July  10,  1975,  Secretary 
of  the  Treasury  William  E.  Simon  said  he  was  optimistic  that  the  federal  deficit 
would  be  held  to  60  billion  dollars.  No  doubt,  he  was  engaged  in  wishful  thinking. 
The  situation  will  be  much  worse. 

Although  the  mind  can  not  embrace  sucli  figures,  signs  of  alarm  abound.  Re- 
cently I  received  a  letter  from  a  distinguislied  Marylander  iu  which  he  stated 
the  condition  of  the  Federal  budget  was  a  more  seriotis  problem  than  the  Russians 
or  the  atom  bomb.  At  the  August,  1975,  meeting  of  State  Auditors,  Comptrollers 
and  Treasurers,  a  duly  adopted  resolution  urged  the  Congress  of  the  United 
States  to  propose  a  constitutional  amendment  to  enforce  balanced  budgets 
(Exhibit  IV). 

State  legislators  are  becoming  restive.  Under  the  sponsorship  of  Senator 
James  Clark,  the  General  Assembly  of  Maryland  passed  a  resolution  urging,  in 
the  absence  of  Congressional  action,  that  a  limited  constitutional  convention  be 
called  to  adopt  a  balanced  budget  amendment  (Exhibit  V).  This  proposed 
amendment  is  making  the  rounds  of  State  legislatures.  Congress  will  soon  rec- 
ognize the  potential  of  this  action. 

In  the  meantime,  unprecedented  Treasury  borrowing  is  draining  the  capital 
markets,  sucking  funds  from  equity  investments,  drawing  savings  from  banks 
and  building  associations,  driving  up  interest  rate.s.  and  feeding  inflation.  En- 
ticement of  capital  from  constructive  enterprise  deprives  job  making  industries, 
such  as  housing,  of  their  life  blood.  Thus,  the  federal  government  slowly  converts 
us  from  a  nation  of  investors  to  a  nation  of  creditors  and  debtors.  How  long  can  a 
free  enterprise  system  last  without  venture  capital  ? 

The  modern  process  of  taxation  and  budget  making  involves  the  concept  of 
social  justice.  It  aims  to  prevent  the  unjust  accumulation  of  wealth,  to  reallocate 
income  to  assist  the  ill,  the  aged,  the  helpless,  the  unfortunate,  and  to  invest  in 
public  programs  designed  for  the  general  welfare.  Any  civilization  worthy  of  the 
name  should  have  similar  objectives.  However,  a  contracting  base  of  producers 
can  not  indefinitely  support  an  expanding  burden  of  non-producers.  Hence,  it 
becomes  increasingly  important  that  programs  and  taxes  be  analyzed  by  the  hard 
tests  of  purpose  and  affordability. 

I  served  2S  years  in  the  General  Assembly  of  [Maryland.  During  that  period 
I  never  hesitated  to  vote  tax  support  for  worthy  public  purposes.  Perhaps  I  have 
voted  for  more  tax  increases  than  any  legislator  in  Maryland  history.  However, 
with  the  support  of  the  Constitution  of  Maryland.  I  insisted  that  taxation  and 
spending  were  inseparable. 

In  conclusion,  let  me  express  a  preference  for  the  amendment  proposed  by 
the  late  Senator  Millard  E.  Tydings,  which  reads  as  follows  : 

"On  the  first  day  of  each  regular  session,  the  President  shall  tran.smit  to  the 
Congress  his  estimates  of  the  receipts  of  the  Government  during  the  ensuing 
fiscal  year  under  the  laws  existing  on  such  date,  together  with  his  recommenda- 
tions as  to  the  purposes  for  which  such  receipts  shall  be  expended,  and,  except  in 
time  of  war  or  during  the  period  ending  on  the  date  of  the  expiration  of  one 
full  fiscal  year  after  the  termination  thereof,  the  Congress  shall  not  appropriate 
money  for  expenditure  during  such  fiscal  year  in  excess  of  such  estimated 
receipts,  a  transmitted  or  as  modified  or  revised  by  the  President,  except  by  a 
vote  of  three  fifths  of  each  House  taken  by  yeas  and  na.vs,  unless  prior  to  *:he 
making  of  such  appropriation  the  Congress  .shall  have  imposed  such  taxes, 
duties,  imports,  or  excises  as  will  raise  additional  revenues  equal  to  the  amount 
by  which  .such  ai)proi)riation  exceeds  such  estimated  receipts,  or  unless  sucli 
appropriation  lie  for  the  purpose  of  paying  the  expenses  and  contingencies  of  the 
Congress  or  the  courts,  or  for  the  payment  of  claims  against  the  I'nited  States, 
the  justice  of  which  .shall  have  been  judicially  declared  by  such  tribunal  as  may 
be  established  by  the  Congres.s  for  the  investigation  of  claims  against  the 
Government." 
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I  would  also  amend  Article  I,  Section  8,  Clause  2  to  prohibit  the  use  of  the 
borrowing  power  for  current  non-capital  operating  expenses  without  a  three 
fifths  vote  of  both  houses  of  Congress. 

Exhibit  I 

Constitution  of  Maryland 

section  52.  how  appropriations  to  be  made;  budget 

(1)  The  General  Assembly  shall  not  appropriate  any  money  out  of  the 
Treasury  except  in  accordance  with  the  provisions  of  this  section. 

(2)  Every  appropriation  bill  shall  be  either  a  Budget  Bill,  or  a  Supplementary 
Appropriation  Bill,  as  hereinafter  provided. 

(3)  On  the  third  Wednesday  in  January  in  each  year  (except  in  the  case  of 
a  newly  elected  Governor,  and  then  not  later  than  ten  days  after  the  convening 
of  the  General  Assembly),  unless  such  time  shall  be  extended  by  the  General 
As.sembly,  the  Governor  shall  submit  to  the  General  Assembly  a  Budget  for  the 
next  ensuing  fiscal  year.  Each  Budget  shall  contain  a  complete  plan  of  proposed 
expenditures  and  estimated  revenues  for  said  fiscal  year  and  shall  show  the 
estimated  surplus  or  deficit  of  revenues  at  the  end  of  the  preceding  fiscal  year. 
Accompanying  each  Budget  shall  be  a  statement  showing:  (a)  the  revenues  and 
exi)enditures  for  the  preceding  fiscal  year;  (b)  the  current  assets,  liabilities, 
reserves  and  surplus  or  deficit  of  the  State  ;  (c)  the  debts  and  funds  of  the  State  ; 
(d)  an  estimate  of  the  State's  financial  condition  as  of  the  beginning  and  end  of 
the  preceding  fiscal  year;  (e)  any  explanation  the  Governor  may  desire  to  make 
as  to  the  important  features  of  the  Budget  and  any  suggestions  as  to  methods 
for  reduction  or  increase  of  the  State's  revenue. 

(4)  Each  Budget  shall  embrace  an  estimate  of  all  appropriations  in  such 
form  and  detail  as  the  Governor  shall  determine  or  as  may  be  prescribed  by  law, 
as  follows:  (a)  for  the  General  Assembly  as  certified  to  the  Governor  in  the 
manner  hereinafter  provided;  (b)  for  the  Executive  Department;  (c)  for  the 
Judiciary  Department,  as  provirded  by  law,  certified  by  the  Comptroller;  (d) 
to  pay  and  discharge  the  principal  and  interest  of  the  debt  of  the  State  in  con- 
formity with  Section  34  of  Article  3  of  the  Constitution,  and  all  laws  enacted  in 
pursuance  thereof;  (e)  for  the  salaries  payable  by  the  State  and  under  the  Con- 
stitution and  laws  of  the  State;  (f)  for  the  establishment  and  maintenance 
throughout  the  State  of  a  thorough  and  efficient  system  of  public  schools  in 
conformity  with  Article  S  of  the  Constitution  and  with  the  laws  of  the  State ; 
(g)  for  such  other  purposes  as  are  set  forth  in  the  Constitution  or  laws  of  the 
State. 

(5)  The  Governor  shall  deliver  to  the  presiding  officer  of  each  House  the 
Budget  and  a  l)ill  for  all  the  proposed  appropriations  of  the  Budget  classified 
and  in  such  form  and  detail  as  he  shall  determine  or  as  may  be  pre.scribed  l)y  law  ; 
and  the  presiding  officer  of  each  House  shall  promptly  cause  said  bill  to  be  in*:ro- 
duced  therein,  and  such  bill  shall  be  known  as  the  "Budget  Bill."  The  Governor 
may,  with  the  consent  of  the  General  Assemlily,  before  final  action  thereon  by 
the'  General  Assembly,  amend  or  supplement  said  Budget  to  correct  an  oversight, 
provide  funds  contingent  on  passage  of  pending  legislation  or,  in  case  of  an 
emergency,  by  delivering  such  an  amendment  or  supplement  to  the  presiding  offi- 
cers of  both  Houses;  and  such  amendment  or  supplement  shall  thereby  become  a 
part  of  said  Budget  Bill  as  an  addition  to  the  items  of  said  bill  or  as  a  modification 
of  or  a  substitute  for  any  item  of  said  bill  such  amendment  or  supplement  may 
affect. 

(."a)  The  Budget  and  the  Budget  Bill  as  submitted  by  the  Governor  to  the 
General  Assembly  shall  have  a  figure  for  the  total  of  all  proposed  appropriations 
and  the  figure  for  total  proposed  appropriations  shall  not  exceed  the  figure  for 
total  estimated  revenues.  Neither  the  Governor  in  submitting  an  amendment  or 
supplement  to  the  Budget  Bill  nor  the  General  Assembly  in  amending  the  Budget 
Bill  shall  thereby  cause  the  figure  for  total  estimated  revenues  always  shall  be 
erpinl  to  or  exceed  the  figure  for  total  appropriations. 

(G)  The  General  Assembly  shall  not  amend  the  Budget  Bill  so  as  to  affect 
either  the  ol)ligations  of  the"  State  under  Section  34  of  Article  III  of  the  Con- 
stitution, or  tlie  provisions  made  by  the  laws  of  the  State  for  the  establishment 
and  maintenance  of  a  svstem  of  public  schools  or  the  payment  of  any  salaries 
required  to  be  paid  by  the  State  of  :Maryland  by  the  Constitution  thereof;  and 
the  General  Assemblvmav  amend  the  bill  by  increasing  or  diminishing  the  items 
therein  relating  to  the  General  Assembly,  and  by  increasing  or  diminishing  the 
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items  therein  relating  to  the  General  As.sembly,  and  by  increasing  or  diminishing 
the  items  therein  relating  to  the  judiciary,  but  except  as  hereinbefore  specified, 
may  not  alter  the  said  bill  except  to  strike  out  or  reduce  items  therein,  provided, 
however,  that  the  salary  or  comi^ensation  of  any  public  officer  shall  not  be  de- 
creased during  his  term  of  office ;  and  such  bill,  when  and  as  passed  by  both 
Houses,  shall  be  a  law  immediately  without  further  action  by  the  Governor. 
(1972,  ch.  373,  ratified  Nov.  7,  1972.) 

(7)  The  Governor  and  such  representatives  of  the  executive  departments, 
boards,  officers  and  commissions  of  the  State  expending  or  applying  for  State's 
moneys,  as  have  been  designated  by  the  Governor  for  this  purpose,  shall  have 
the  right,  and  when  requested  by  either  House  of  the  General  Assembly,  it  shall 
be  their  duty  to  appear  and  be  heard  with  respect  to  any  Budget  Bill  during  the 
consideration  thereof,  and  to  answer  inquiries  relative  thereto. 

(8)  Supplementary  Appropriation  Bill.  Either  House  may  consider  other  ap- 
propriations but  both  houses  shall  not  finally  act  upon  such  appropriations  until 
after  the  Budget  Bill  has  been  finally  acted  upon  by  both  Houses,  and  no  such 
other  appropriation  shall  be  valid  except  in  accordance  with  the  provisions 
following:  (a)  Every  such  appropriation  shall  be  embodied  in  a  separate  bill 
limited  to  some  single  work,  object  or  purpose  therein  stated  and  called 
herein  a  Supplementary  Appropriation  Bill;  (b)  Each  Supplementary  Appro- 
priation thereby  made  by  a  tax,  direct  or  indirect,  to  be  levied  and  collected  as 
shall  be  directed  in  said  bill;  (c)  No  Supplementary  Appropriation  Bill  shall 
become  a  law  unless  it  be  passed  in  each  House  by  a  vote  of  a  majority  of  the 
whole  number  of  the  members  elected,  and  the  yeas  and  nays  recorded  on  its 
final  passage;  (d)  Each  Supplementary  Appropriation  Bill  shall  be  presented  to 
the  Governor  of  the  State  as  provided  in  Section  17  of  Article  2  of  the  Constitu- 
tion and  thereafter  all  the  provisions  of  said  section  shall  apply. 

(9)  Nothing  in  this  section  shall  be  construed  as  preventing  the  General 
Assembly  from  passing  at  anytime,  in  accordance  with  the  provisions  of  Section 
28  of  Article  3  of  the  Constitution  and  subject  to  the  Governor's  power  of  approval 
as  provided  in  Section  17  of  Article  2  of  the  Constitution,  an  appropriation  bill 
to  provide  for  the  payment  of  any  obligation  of  the  State  within  the  protection  of 
Section  10  of  Article  1  of  the  Constitution  of  the  United  States. 

(10)  If  the  Budget  Bill  shall  not  have  been  finally  acted  upon  by  the  Legislature 
seven  days  before  the  expiration  of  the  regular  session,  the  Governor  shall  issue 
a  proclamation  extending  the  session  for  some  further  period  as  may,  in  his 
judgment,  be  necessary  for  the  passage  of  such  bill ;  but  no  matter  other  than 
such  bill  shall  be  considered  during  such  extended  session  except  a  provision 
for  the  cost  thereof. 

(11)  The  Governor  for  the  purpose  of  making  up  his  Budget  shall  have  the 
power,  and  it  shall  be  his  duty,  to  require  from  the  proper  State  officials,  in- 
cluding herein  all  executive  departments,  all  executive  and  administrative 
offices,  bureaus,  boards,  commis.sions  and  agencies,  expending  or  supervising 
the  expenditure  of.  and  all  institutions  applying  for  State  moneys  and  appro- 
priations, such  itemized  estimates  and  other  information,  in  such  form  and  at 
such  times  as  he  shall  direct.  The  estimates  for  the  Legislative  Department, 
certified  by  the  presiding  officer  of  each  House,  of  the  .Judiciary,  as  provided  by 
law,  certified  by  the  Comptroller,  and  for  the  public  schools,  as  provided  by 
law.  shall  be  transmitted  to  the  Governor,  in  such  form  and  at  such  times  as  he 
shall  direct,  and  shall  be  included  in  the  Budget  without  revision. 

(12)  The  Governor  may  provide  for  public  hearings  on  all  estimates  and  may 
require  the  attendance  at  such  hearings  of  representatives  of  all  agencies,  and 
for  all  institutions  applying  for  State  moneys.  After  such  public  hearings  he 
may.  in  his  discretion,  revi.se  all  estimates  except  those  for  the  legislative  and 
judiciary  departments,  and  for  the  public  schools,  as  provided  by  law. 

(13)  The  General  Assembly  may,  from  time  to  time,  enact  such  laws  not 
mconsi.stent  with  this  section,  as  may  be  necessary  and  proper  to  carry  out  its 
provisions. 

(14)  In  the  event  of  any  inconsistency  between  any  of  the  provisions  of  this 
section  and  any  of  the  other  provisions  of  the  Constitution,  the  provisions  of 
this  Section  sliall  prevail.  But  nothing  herein  shall  in  any  manner  affect  the 
provisions  of  Section  34  of  Article  3  of  the  Constitution  or  of  any  laws  heretofore 
or  hereafter  passed  in  pursuance  thereof,  or  be  construed  as  preventing  the 
Governor  from  calling  extraordinary  sessions  of  the  General  Assembly,  as  pro- 
vided by  Section  16  of  Article  2,  or  as  preventing  the  General  Assembly  at  such 
extraordinary  [extraordinary]  sessions  from  considering  any  emergency  appro- 
priation or  appropriations. 
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(15)  If  any  item  of  any  appropriation  bill  passed  under  the  provisions  of 
this  Section  shall  be  held  invalid  upon  any  ground,  such  invalidity  shall  not 
affect  the  legality  of  the  bill  or  of  any  other  item  of  such  bill  or  bills.  (1916.  ch. 
x59,  ratified  Nov.  7,  1916 ;  1947.  ch.  497,  ratified  Nov.  2.  1948 ;  1952,  ch.  20,  ratified 
Nov  4,  1952 ;  1955.  ch.  725.  ratified  Nov  6,  1956 ;  1964.  ch.  161,  ratified  Nov.  3, 
1964;  1966,  ch.  416,  ratified  Nov.  8,  1966;  1970,  ch.  576,  ratified  Nov.  3,  1970.) 

The  Budget  Process 

At  the  heart  of  the  Maryland  budget  process  is  the  accountability  of  the 
Governor.  He  is  the  elected  official  charged  with  the  responsibility  of  imple- 
menting State  programs.  The  General  Assembly  cannot,  in  general,  alter  the 
Governor's  fiscal  plan,  except  that  it  may  reduce  requests  deemed  excessive. 
There  are  only  two  instances  in  which  the  General  Assembly  may  increase  appro- 
priations :  (1)  for  itself  and  the  Judiciary  and  (2)  for  any  program  by  passing 
a  Supplementary  Appropriation  Bill  which  must  also  provide  revenue  to  finance 
the  increase. 

THE  1977  OPERATING  BUDGET  CALENDAR 

January  1975 — Governor  provides  fi.scal  planning  guidance  to  agencies  based 
on  long-term  economic  and  revenue  outlook. 

May  1,  1975 — Submission  of  Agency  five-year  plans. 

Juiie  2,  1975— Governor  sets  Maximum  Agency  Request  Ceilings  for  each 
State  Agency  consistent  with  estimated  revenues. 

September  2,  1975 — Agency  budget  requests  submitted  for  Governor  and  staff 
review. 

December  10.  1975 — Board  of  Revenue  Estimates  submits  revenue  forecast. 

January  21.  1976— Governor  submits  balanced  budget  for  Legislative  review. 

April  7,' 1976— Budget  receives  Legislative  approval. 

July  1.  1976 — Fiscal  year  begins. 

SIGNIFICANT  CONSTITUTIONAL  PROVISIONS 

Operating  Budget  Appropriations  may  not  exceed  estimated  revenue  and 
accumulated  surplus. 

The  General  Assembly  may  increase  Governor's  appropriation  request  only 
for  the  Legislature  and  the  Judiciary ;  other  requested  program  appropriations 
can  be  approved  or  reduced  but  not  increased  by  the  Legislature. 

The  General  Assembly  may  not  reduce  a  program  appropriation  and  then  add 
the  amount  reduced,  in  whole  or  part,  to  the  appropriation  of  another  Executive 
Branch  program.  .     ,    ,    ,    .      ., 

If  the  General  Assembly  wishes  to  finance  a  program  not  included  in  the 
Budget,  it  must  enact  a  Supplementary  Appropriation  Bill  which  must  include  a 
tax  to  pay  the  appropriation.  ,r^^  -,      \ 

The  Budget  Bill  must  be  enacted  before  the  83rd  day  of  the  regular  (90  day) 
session.  If  the  Budget  has  not  been  enacted,  an  extended  session  must  be  called 
whose  only  order  of  business  is  the  passage  of  the  Budget. 

Exhibit  ii 

Why  I  Proposed  a  Pay-as-We-Go  Amendment 

(By  Millard  E.  Tydings,  U.S.  Senator  from  Maryland) 

A  distinguished  member  of  the  Senate  Committee  on  Appropria- 
tions discusses  the  proposal  which— though  it  may  seeem  sensible 
enough  to  the  rest  of  us — almost  gave  Congress  conniption  fits. 
How  the  United  States  Government  can  pay  its  bills  and  maintain  its  credit 
is  certain  to  be  at  the  forefront  of  our  postwar  problems.  Although  there  are 
some  people  described  as  economists  who  think  we  can  get  along  without  ever 
paying  our  expenses  or  decreasing  our  debt,  tlie  average  citizen  has  not  gone 
along  with  this  extraordinarv  notion.  The  Saturday  Evening  Post  has  asked  me, 
as  the  author  of  a  proposed  amendment  to  the  Constitution  requiring  a  pay-as- 
we-go  policy  in  time  of  peace,  to  enlarge  upon  my  reasons  for  believing  that  such 
a  change  iii  fiscal  policy  is  imperative.  With  this  request  I  am  glad  to  comply. 
For  ninetv-six  of  its  one  hundred  fifty-five  years  of  existence,  our  national 
Government"  has  lived  within  its  income.  Only  for  fifty-nine  years  has  it  gone 
into  debt  by  spending  more  than  it  took  in.  For  seventeen  out  of  these  fifty-nine 
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years,  the  United  States  was  engaged  in  a  major  war  and,  understandably,  could 
not  balance  its  budget. 

So,  when  we  look  back  over  the  record,  we  find  that,  in  time  of  peace,  our 
national  Government  lived  within  its  income  for  ninety-six  years,  and  beyond  it 
for  only  forty-two  years  of  onr  life  as  a  nation. 

From  the  time  that  Washington  became  our  first  President  and  until  the  com- 
mencement of  World  War  I — except  for  the  four  years  of  our  own  Civil  War — 
there  was  never  an  annual  deficit  greater  than  $90,000,000.  Even  during  World 
War  I.  we  went  into  debt  only  .$S.j3,000.000  in  1017.  $0,000,000,000  in  1918.  and 
$13,000,000,000  in  1910.  A  part  of  this  debt  was  incurred  through  the  huge  war 
loan  we  then  made  to  our  Allies.  From  1020  to  1930.  because  the  national  Govern- 
ment spent  less  than  it  took  in.  the  national  debt  created  by  World  War  I  was  sub- 
stantially reduced.  But  beginning  with  the  year  1030,  the  Government  has  been 
spending  nuich  more  each  year  than  it  has  received.  Little  effort,  if  any,  has 
been  made  to  balance  the  national  budget.  In  the  ten-year  period  from  1030  to 
1040,  the  Government's  debt  was  increased  approximately  $27,000,000,000,  an 
average  deficit  of  $2,700,000,000  a  year. 

Superimposed  on  this  peacetime  debt  are  the  unprecedented  borrowings  by 
our  Government  during  the  present  war.  It  is  estimated  that  when  peace  comes 
the  Government  of  the  United  States  will  owe  $300.000.000,OCX)— an  average  of 
$8500  against  every  family  in  this  nation,  rich  and  i)oor,  high  and  low,  black 
and  white.  Never  before  have  we  been  confronted  with  a  national  debt  of  such 
stupendous  proportions.  The  interest  alone  on  that  debt  in  the  postwar  period, 
figured  at  2^2  ppr  cent,  will  consume  revenues  of  $7,500,000,000  a  year.  Up  to 
1040,  our  Government  never  had  revenues  in  any  year  of  more  than  $7,000,000,000 
so  we  see  that  in  the  postwar  period  the  interest  charge  alone  will  require  more 
money  than  our  national  Government  took  in  in  any  one  year  before  1040. 

When  we  consider  that,  by  next  July,  two  thirds  of  the  total  deposits  of  all 
the  banks  of  every  kind  in  the  United  States  will  have  been  lent  to  our  Govern- 
ment and  $15,000,000,000  of  the  cash  reserves  and  assets  of  the  life-insurance 
companies  will  likewise  have  been  lent  to  our  Government  it  seems  apparent 
that  a  sound  program  for  governmental  finance  in  the  postwar  period  is  im- 
perative. If  we  continue,  as  a  nation,  to  live  upon  the  future,  to  spend  more  than 
we  take  in,  we  are  likely  to  undermine  the  confidence  of  everyone  in  the  financial 
stability  of  our  Government.  Plainly,  that  would  bring  on  a  tremendous  de- 
pression, with  extremely  widespread  distress.  Not  only  would  it  threaten  the 
safety  of  every  bank  deposit  and  life-insurance  policy  but  business  stagnation, 
great  unemployment  and  the  loss  of  farms  and  homes  would  be  highly  probable. 
This  condition  should  and  can  be  avoided.  It  can  l)e  done  only  if.  as  a  general 
policy,  the  national  Government  is  compelled  to  live  within  its  means  in  peace- 
time. If  such  a  policy  is  adopted,  there  will  be  no  loss  of  confidence  in  the  conduct 
of  our  national  Government.  Xo  one  need  worry  about  the  safety  of  his  bank 
deposit  or  life-insurance  policy.  In  those  circumstances,  the  debt  need  not  cause 
depression,  distress  or  tuiemployment. 

At  present,  few  realize  there  is  no  restriction  on  the  President  or  the  Congress 
requiring  them  to  live  within  the  Government's  income.  With  the  privilege  to 
appropriate  money,  the  Constitution  provides  no  accompanying  restraint  or 
even  responsibility  on  Congress  or  the  President  to  raise  the  money  which  is 
appropriated.  The  Government  is  not  required  in  peacetime  to  cut  its  coat  ac- 
cording to  its  cloth.  If  Congress  appropriates  and  the  President  approves  an  ap- 
propriation in  excess  of  the  Government's  revenues,  under  the  present  system 
the  Secretary  of  the  Treasury  simply  goes  out  and  borrows  the  needed  money. 
This  policy  worked  well  enough  most  of  the  time,  for  the  Government  has  gen- 
erally lived  within  its  means — at  any  rate,  in  time  of  peace.  Our  national  debt 
never  soared  above  $20,000,000,000  before  10.33  even  in  time  of  war. 

But  now  we  cannot  take  for  granted  tlie  future  fiscal  policy  of  our  nationnl 
Government.  There  is  too  much  danger  in  such  a  course.  There  is  too  much 
potential  disaster  and  distress  iidierent  in  a  policy  of  chance.  Henceforth,  in 
peacetime,  such  contingencies  as  a  mounting  debt  must  be  avoided  if  the  general 
welfare  of  the  nation  is  to  be  promoted  and  preserved. 
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To  accomplish  this  result.  I  have  introduced  in  the  United  States  Senate,  and 
Congressman  Disney,  of  Oklahoma,  ha.s  introdnced  in  the  House,  an  amend- 
ment to  our  National  Constitution.  It  reads  as  follows  : 

"On  the  first  day  of  each  regular  session,  tlie  President  shall  transmit  to  the 
Congress  his  estimates  of  tlie  receipts  of  the  Government  during  the  ensuing 
fiscal  year  under  the  laws  existing  on  such  date,  together  with  his  recommenda- 
tions as  to  the  purpose.s  for  which  such  receipts  shall  be  expended,  and,  except 
in  time  of  war  or  during  the  period  ending  on  the  date  of  tlie  expiration  of  one 
full  fi.scal  year  after  the  termination  thereof,  the  Congress  shall  not  appropriate 
money  for  expenditure  during  such  fi.scal  year  in  excess  of  such  estimated  re- 
ceipts, as  transmitted  or  as  modified  or  i-evised  by  the  President,  except  by  a  vote 
of  three  fifths  of  each  House  taken  by  yeas  and  nays,  unless  prior  to  the  making 
of  such  appropriation  the  Congress  shall  have  imposed  sucli  taxes,  duties,  im- 
ports, or  excises  as  will  raise  additional  revenues  equal  to  the  amount  by  which 
such  appropriation  exceeds  such  estimated  receipts,  or  unless  such  appropriation 
be  for  the  purpose  of  paying  the  expenses  and  contingencies  of  the  Congress 
or  the  courts,  or  for  the  payment  of  claims  against  the  United  States,  the  justice 
of  whicli  shall  have  been  judicially  declared  l)y  such  tribunal  as  may  be  estab- 
lished by  the  Congress  for  tlip  investigation  of  claims  against  the  Government." 

The  amendment  speaks  for  itself.  In  time  of  war,  the  Government  can  borrow. 
In  any  other  national  emergency  so  severe  that  Congress  believes  it  wiser  for  it 
to  borrow  rather  than  to  levy  additional  taxes,  it  can  do  so,  provided  three  fifths 
of  the  members  of  each  of  the  two  Houses  formally  vote  so  to  do. 

Otherwise.  Congress  must  live  within  its  means.  The  country  must  be  run  on  a 
pay-as-you-go  basis  in  peace-time.  If  this  amendment  is  adopted,  every  bu.siness- 
man.  banker,  labor  leader,  planner.  Utopian,  realist,  theorist,  and  state  and 
local  official  who  comes  before  the  appropriations  committees  to  ask  for  billions 
for  i)et  projects,  for  which  the  United  States  Gvernment  does  not  have  the  money, 
can  be  asked  by  Congres.s  :  "Where  do  you  suggest  that  we  raise  this  money  in  new- 
taxes?"  Congress  and  the  President  can  point  out  that  the  Government  cannot 
appropriate  money  in  peacetime  unless  it  raises  the  money  through  new  taxes 
in  such  amounts  as  will  keep  its  l)udget  balanced. 

Thus,  all  who  ask  for  money  will  have  to  state  where  the  money  i.s  to  be 
olttained. 

And  any  new  tax  plan  suggested  will  put  every  taxpayer,  from  millionaire  to 
wage  earner,  on  notice.  Appropriations,  tlierefore,  will  be  more  carefully  scruti- 
nized. Only  those  apparently  necessary  are  likely  to  be  made.  Congress  is  not  a 
happy  body  when  it  is  forced  to  levy  new  taxes. 

The  constitutional  amendment  will  prohibit  any  President  or  Congress  in  the 
future  from  doing  what  ha.s  been  done  in  the  past :  taking  the  easy  road  of 
borrowing  in.stead  of  taxing  to  raise  needed  funds  in  peacetime.  The  war  debt 
and  the  peacetime  debt  should  by  now-  have  taught  each  wage  earner  that 
governmental  liorrowings  mean  higher  taxes  for  him.  Henceforth,  in  peacetime, 
under  the  Tydings-Disney  Amendment.  Congress  will  have  to  put  up  the  cash 
before  it  ap])ropriates.  The  amendment  forbids  Congress  to  continue  its  li\e-easy, 
give-away-what-you-have-not-got  policy  into  the  postwar  period.  It  prevents  one 
Congress  from  passing  the  buck  of  paying  for  its  appropriations  on  to  the  next 
Congress. 

The  amendment  also  has  the  virtue  of  compelling  the  President  and  the  Con- 
gres.s  to  consider  the  relative  merits  of  propositions  for  which  appropriations  are 
to  be  made.  In  his  annual  message  to  Congress,  the  President  would  be  required 
to  estimate  the  receipts  of  the  Government  and  to  make  recommendations  as  to 
how  these  receipts  shall  be  allocated  to  meet  the  nation's  needs.  Congress  likewise 
would  have  to  weigh  carefully  how  the  money  it  raises  in  taxes  can  best  be  spent 
in  the  interest  of  the  nation.  Heretofore,  appropriations  have  been  made  with 
little  effort  to  weigh  their  relative  merits.  T'nder  our  amendment,  the  President 
and  Congress  would  have  to  decide,  for  example,  what  i>art  of  the  expected 
revenues  should  be  allocated  to  each  department  and  agency  of  the  Government. 
If  the  President  and  the  Congress  wanted  to  aiipropriate  more  than  the  estimated 
receipts,  then  they  would  have  to  raise  the  additional  money  and  have  it  available 
for  such  purpose. 
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THE    SAFETY    VALVE 

Furthermore,  this  constitutional  amendment  provides  a  good  safety  valve  for 
dealing  with  unorthodox  and  highly  critical  emergencies.  If  the  crisis  is  unfore- 
seen. Congress  could  borrow  and  spend  instead  of  raising  new  taxes,  but  only 
if  three  fiftlis  of  the  members  of  each  House  of  Congress,  on  formal  roUcall, 
deemed  it  wise  to  adopt  such  a  policy  for  one  year  at  a  time.  In  all  other  cases, 
a  pay-as-you-go  policy  would  be  mandatory  in  time  of  peace. 

If  Congress  can  be  required  to  live  on  a  pay-as-you-go  basis  in  peacetime,  the 
small  owners  of  savings-bank  accounts  and  life-insurance  policies  can  breathe 
easily.  More  than  that,  every  person  in  America  will  pay  less  taxes.  Industry 
and  business,  large  and  small,  will  have  unquestioned  confidence  in  the  financial 
integrity  of  the  Government.  Such  confidence  means  for  business  a  green  light  to 
go  ahead,  and  for  the  people  the  best  prospects  for  more  jobs  and  good  pay.  All 
these  things  will  be  needed  to  meet  the  impact  of  the  postwar  period. 

There  is  no  way  that  Congress  can  be  forced  to  adopt  a  pay-as-you-go  basis 
except  by  constitutional  amendment.  A  mere  Act  of  Congress  requiring  the 
Government  to  live  within  its  means  will  not  accomplish  this  result.  In  any 
appropriation  bill,  Congress  can  circumvent  the  purpose  of  such  a  congressional 
law  simply  by  using  the  words  :  "Notwithstanding  the  provisions  of  any  law,  the 
Congress  hereby  appropriates  blank  dollars." 

THE    ?JEED    FOR    AN    AMENDMENT 

Nor  will  a  new  congressionally  created  budget  law  or  bureau  keep  Congress 
on  a  pay-as-you-go  basis.  We  have  a  budget  law  now.  but  Congress  has  been  living 
beyond  its  means  ever  since  1930.  A  congressional-budget  law,  too.  can  be  evaded 
whenever  Congre-ss  wants  to  do  so,  by  the  use  of  the  magic  words :  "Nothwith- 
standing  the  provisions  of  any  law,"  at  the  beginning  of  an  appropriation  bill. 
The  constitutional  amendment  outlined  above  is  the  only  certain  way  to  keep 
Congress  on  a  pay-as-you-go  basis  in  peacetime.  Congress  could  not  pass  a  valid 
law  making  an  appropriation,  no  mattter  what  words  it  used,  if  the  appropriation 
violated  a  constitutional  amendment. 

"When  one  considers  the  probal)le  size  of  our  national  del)t  at  the  war's  end. 
the  sick  world  in  which  we  shall  then  lie  living,  the  hard  readjustment  from  war 
to  peace  in  our  governmental,  industrial  and  business  life,  and  all  the  other 
dark  clouds  looming  on  the  horizon,  does  not  the  nation's  welfare  and  safety  de- 
pend upon  a  discontinuance  in  peacetime  of  a  policy  of  borrow  and  sjiend?  Does 
not  the  welfare  of  every  working  man  and  woman  in  America  reciuire  a  postwar 
policy  of  pay-as-you-go?  I  believe  it  does,  and  I  Itelieve  the  constitutional  amend- 
ment set  forth  above  is  the  only  certain  means  to  acliieve  sucli  a  policy. 

The  alternatives  to  pay-as-you-go  after  the  war  are  not  pleasant  to  contemplate. 
Among  them  certainly  are  continued  higher  taxes:  a  constant  threat  to  the  value 
of  our  currency  and  to  the  savings  of  the  people  in  savings  accounts  and  life 
insurance ;  the  rei>eated  postponement  of  any  effort  to  put  our  hoxise  in  order : 
and.  finally  and  only  too  probably,  economic  and  political  di.saster  and  ruin.  If 
tliere  are  any  valid  arguments  against  setting  up  now  an  adecpiate  protection 
against  such  catastroi)hes,  I  do  not  know  what  they  are. 

EXHIBIT    III 

[From  Riolimoml  News  Lp.idprl 

Family  BrnGETiNG — Inflation  :  "What  It's  Done  to  Your  Dollar 

Tlie  Labor  Department  keeps  putting  out  monthly  bulletins  about  prices,  un- 
employment and  decreases  in  the  dollar's  purchasing  power.  These  statistics  do 
not.  however,  provide  an  overall  view  of  the  greased  skid  that  the  dollar  has 
been  on  since  1940.  The  following  table  reveals  the  picture  : 

In  terms  of  the  1940  dollar,  the  table  shows  that  the  1974  dollar  was  wortli  only 
2S  cents.  In  only  two  of  the  6  years  covered  by  the  table  did  the  dollar  actually 
increase  in  purchasing  power. 

It  is  i)robably  no  coincidence  that  the  federal  budget  showed  surpluses  in  only 
nine  of  the  years.  This  table  ought  to  be  required  reading  for  every  member  of 
Congress  immediately  prior  to  voting  on  any  money  bill  that  would  further  erode 
the  dollar's  value  by  increasing  deficit  spending. 
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INFLATION  SINCE  1940 


Decreased 

Decreased 

purchasing 

purchasing 

power  of 

Federal 

power  of 

Federal 

dollar 

Value  of 

deficit 

dollar 

Value  of 

deficit 

Year 

(percent) 

dollar 

(billions) 

Year 

(percent) 

dollar 

(billions) 

1940 

0 

$1.00 

-$2.7 

1958 

-2.7 

.48 

-2.9 

1941 

-4.9 

.95 

-4.7 

1959 

-.8 

.48 

-12.8 

1942 

-9.7 

.86 

-19.3 

1960 

-1.6 

.47 

+2.69 

1943 

-5.8 

.81 

-53.8 

1961 

-1.1 

.47 

-3.4 

1944 

-1.6 

.80 

-46.1 

1962 

-1.1 

.46 

-7.1 

1945 

-2.2 

.78 

-45.0 

1963 

-1.2 

.46 

-4.7 

1946 

-7.8 

.72 

-18.2 

1964 

-1.3 

.45 

-5.9 

1947 

-12.6 

.63 

+6.6 

1965 

-1.6 

.44 

-1.5 

1948 

-7.2 

.58 

+8.8 

1966 

-2.8 

.43 

-3.7 

1949 

+1.0 

.59 

+  1.0 

1967 

-2.8 

.42 

-8.7 

1950 

-1.0 

.58 

-2.2 

1968 

-4.0 

.40 

-25.1 

1951 

-7.4 

.54 

+7.5 

1969 

-5.1 

.38 

+3.2 

1952 

-2.2 

.53 

+.49 

1970 

+5.6 

.36 

-2.8 

1953 

-.8 

.52 

-5.2 

1971 

-4.1 

.35 

-23.0 

1954 

-.4 

.52 

-1.1 

1972 

-3.2 

.33 

-23.2 

1955 

+.3 

.52 

-3.0 

1973 

-5.9 

.31 

-14.3 

1956 

-1.5 

.52 

+4.0 

1974 

-9.7 

.28 

-3.5 

1957 

-3.4 

.50 

+3.2 

1975'_... 

-7.1 

.26 

-9.2 

1  Estimates. 

Sources:  U.S.  Bureau  of  Labor  Statistics.  U.S.  Office  of  Management  and  Budget. 

Exhibit  IV 

Adopted  at  the  60th  Annual  Convention  of  the  National  Association  O'f  State 
Auditors,  Comptrollers  and  Treasurers  on  August  27, 1975. 


RESOLUTION 

Whereas  many  economic  ills  experienced  from  time  to  time  at  the  National 
level  can  he  traced  to  and  attrihuted  to  deficit  spending  hy  the  Federal  Govern- 
ment ;  and. 

Whereas  there  is  a  new  awareness  and  demand  among  taxpayers  throughout 
this  nation  for  a  return  to  fiscal  sanity  by  the  Federal  Government ;  and. 

Whereas  the  Federal  Government  should  set  the  example  for  fi.scal  responsi- 
bility and  leadership  for  all  levels  of  government ;  and, 

Whereas  the  national  interest  would  best  be  served  with  a  constitutional  re- 
quirement that  the  U.S.  Government  operate  on  a  balanced  budget ;  now  there- 
fore lie  it 

Ixctiolrrd,  That  the  National  Association  of  State  Auditors.  Comptrollers  and 
Treasurers  duly  assembled  this  27th  day  of  August,  1975,  in  White  Sulphur 
Springs,  West  Virginia,  does  herelty  petitiriii  and  urge  the  Congress  of  the 
I'liited  States  of  America  to  propo.se  an  amendment  to  the  Constitution  of  the 
T'nited  States  as  follows  :  '"The  (^mgress  .shall  provide  for  an  annual  tax  suf- 
ficient to  defray  the  estimated  expenses  of  the  United  States  Government  for 
each  .vear.  and  whenever  it  shall  happen  that  the  ordinary  expenses  of  the  T'nited 
States  Government  for  any  year  shall  exceed  the  income  of  the  T'nited  States 
Government  for  such  year,  the  Congress  shall  provide  for  levying  a  tax  for  the 
ensuing  year  sufficient  to  pay  the  deficiency  of  the  preceding  year,  as  well  as 
the  estimated  expenses  for  the  ensuing  year:  except  in  time  of  war  as  declared 
hy  the  T'.S.  Congress." 

Exhibit  V 

ExPL.\XATiox. — Italic  indicates  amendments  to  the  resolution.  [Brackets]  en- 
close matter  stricken  out. 
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SENATE   JOINT   RESOLUTION    NO.    4 

By :  Senators  Clark,  Abrams,  Bishop,  [Blount.]  Boyer.  Bozick,  Cade,  Coolahan. 
Conuell,  Corderman,  Crawford.  Curran,  [Emanuel,]  Hall,  Helton.  Hopkins, 
Hutchinson.  Lapides,  [Levitan.]  Lipin,  Malkus.  Mason,  McGuirk.  Miller, 
O'Reilly,  Schweinhaut,  Simpson,  Smelser,  Staten,  Steers,  Stroble,  Thomas, 
[^Velcome.]  White,  and  Wiser 

Introduced  and  read  first  time  :  January  21, 1975 

Assigned  to :  Finance 

Committee  Report :  Favorable  with  amendments,  January  31.  1975 

Senate  Action  :  Adopted  with  floor  amendments 

Read  second  time  :  February  5,  1975 

RESOLUTION    NO.    


SENATE    JOINT    RESOLUTION 

A  Senate  Joint  Re.solution  concerning  Budget  of  the  United  States 
For  the  purpose  of  requesting  appropriate  action  by  the  Congress,  on  its  own 

action  by  consent  of  two-thirds  of  both  Houses  or  on  the  application  of  the 

legislatures  of  two-thirds  of  the  several  states,  to  propose  an  amendment  to 

the  Federal  Constitution  to  require  that  the  total  of  all  Federal  appropriations 

may  not  exceed  the  total  of  all  estimated  Federal  revenues  in  any  fiscal  year, 

with  certain  exceptions. 

Whereas  with  each  passing  year  this  Xation  becomes  more  deeply  in  debt 
as  its  expenditures  grossly  and  repeatedly  exceed  available  revenues  so  that  the 
public  debt  now  exceeds  hundreds  of  billions  of  dollars. 

Attempts  to  limit  spending,  including  impoundment  of  funds  by  the  President 
of  the  United  States,  have  resulted  in  strenuous  objections  that  the  responsibility 
for  appropriations  is  the  constitutional  duty  of  the  Congress. 

The  annual  Federal  budget  repeatedly  demonstrates  an  unwillingness  or 
inability  of  both  the  legislative  and  executive  branches  of  the  Federal  govern- 
ment to  curtail  si>ending  to  conform  to  available  revenues. 

The  unified  budget  of  304.4  billion  dollars  for  the  current  fiscal  year  does  not 
reflect  actual  spending  because  of  the  exclusion  of  special  outlays  which  are 
not  included  in  the  budget  nor  subject  to  the  legal  public  debt  limit. 

As  reported  by  US  News  and  World  Report  on  February  25,  1974.  of  these 
nonbudgetary  outlays  in  the  amount  of  15.6  billion  dollars,  the  sum  of  12.9  billion 
dollars  represents  funding  of  essentially  private  agencies  which  provide  special 
service  to  the  federal  government. 

Knowledgeable  planning  and  fiscal  prudence  require  that  the  budget  refiect 
all  Federal  spending  and  that  the  budget  be  in  balance. 

Believing  that  fiscal  irresponsibility  at  the  Federal  level,  with  the  inflation 
which  results  from  this  policy,  is  the  greatest  threat  which  faces  our  Xation,  we 
firmly  believe  that  constitutional  restraint  is  necessary  to  bring  the  fiscal  dis- 
ciplines needed  to  reverse  this  trend. 

Under  Article  V  of  the  Constitution  of  the  United  States,  amendments  to  the 
Federal  Constitution  may  be  proposed  by  the  Congress  whenever  two-thirds  of 
both  Houses  deem  it  necessary,  or  on  the  application  of  the  legislatures  of  two- 
thirds  of  the  several  states  the  Congress  shall  call  a  constitutional  convention  for 
the  purpose  of  proposing  amendments ;  now,  therefore,  be  it 

Resolved  by  the  General  Assembly  of  Maryland.  That  this  Body  proposes 
to  the  Congress  of  the  United  States  that  procedures  be  instituted  in  the  Con- 
gre.ss  to  add  a  new  Article  XXVII  to  the  Constitution  of  the  United  States,  and 
that  the  General  Assembly  of  Maryland  requests  the  Congress  to  preiiare  and 
submit  to  the  several  states  an  amendment  to  the  Constitution  of  the  United 
States,  requiring  in  the  absence  of  a  national  emergency  that  the  total  of  all 
Federal  appropriations  made  by  the  Congress  for  any  fiscal  year  may  not  exceed 
the  total  of  the  estimated  Federal  revenues,  excluding  any  reveniies  derived 
from  borrowing,  for  that  fiscal  year  :  and  be  it  further 

Resolved.  That  this  Body  further  and  alternatively  requests  that  the  Congress 
of  the  United  States  call  a  constitutional  convention  for  the  specific  and  exclusive 
purpose  of  proposing  such  an  amendment  to  the  Federal  Constitution,  to  be  a 
new  Article  XXVII  :  and  be  it  further 

Resolved,  That  this  Body  also  proposes  that  the  legislatures  of  each  of  the 
several  states  comprising  the  United  States  apply  to  the  Congress  requiring  it 
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to  call  a  constitutional  convention  for  proposing  such  an  amendment  to  the 
Federal  Constitution,  to  be  a  new  Article  XXVII :  and  be  it  further 

Resolved,  That  the  proposed  new  Article  XXVII  (or  whatever  numeral  may 
then  be  appropriate)  read  substantially  as  follows  : 

Proposed  Article  XXVII 

"The  total  of  all  Federal  appropriations  made  by  the  Congress  for  any  fiscal 
year  may  not  exceed  the  total  of  the  estimated  Federal  revenues  for  that  fiscal 
year,  excluding  any  revenues  derived  from  borrowing:  and  this  prohibition 
extends  to  all  Federal  appropriations  and  all  estimated  Federal  revenues, 
excluding  any  revenues  derived  from  borrowing.  The  President  in  submitting 
budgetary  requests  and  the  Congress  in  enacting  appropriation  bills  shall  comply 
with  this'  Article.  If  the  President  proclaims  a  national  emergency,  suspending 
the  requirement  that  the  total  of  all  Federal  appropriations  not  exceed  the  total 
estimated  Federal  revenues  for  a  fiscal  year,  excluding  any  revenues  derived 
from  borrowing,  and  two-thirds  of  all  Members  elected  to  each  House  of  the 
Congress  so  determined  by  Joint  Resolution,  the  total  of  all  Federal  appropria- 
tions may  exceed  the  total  estimated  Federal  revenues  for  that  fiscal  year"  and, 
be  it  further 

h'c.snlred,  That  copies  of  this  Resolution  under  the  Great  Seal  of  the  State 
of  Maryland,  \ye  sent  by  the  Secretary  of  State  to:  Honorable  Gerald  Ford, 
President  of  the  United  States,  Washington,  D.C. :  Honorable  Charles  McC. 
Mathias,  Old  Senate  Office  Building.  Washington.  D.C. ;  Honorable  J.  Glenn 
Beall.  Jr.,  Old  Senate  Oflice  Building,  Washington,  D.C. ;  Honorable  Carl  Albert, 
Speaker  of  the  House  of  Representatives,  Washington,  D.C. ;  Honorable  Robert 
E.  Bauman.  Longworth  Building.  Washington,  D.C. ;  Honorable  Clarence  D. 
Long,  Rayburn  Building.  Washington,  D.C. :  Honorable  Paul  S.  Sarbanes,  Cannon 
Office  Building.  Washington.  D.C. :  Honorable  Marjorie  S.  Holt,  Longworth 
Building,  Washington.  D.C. :  Honorable  Gladys  Spellman,  House  Oflice  Building, 
Washington.  D.C. :  Honorable  Goodloe  E.  Byron.  Longworth  Building,  Washing- 
ton, D.C. :  Honorable  Parren  J.  Mitchell.  Cannon  Building,  Washington,  D.C. ; 
and  Honorable  Gilbert  Gude.  Cannon  House  Office  Building,  Washington,  D.C. ; 
and  be  it  further 

Resolved,  That  under  the  Great  Seal  of  the  State  of  Maryland,  the  Secretary 
of  State  is  directed  to  .send  copies  of  this  Joint  Resolution  to  the  Secretary  of 
State  and  to  the  presiding  officers  of  both  Houses  of  the  Legislature  of  each  of  the 
other  States  in  the  Union,  with  the  request  that  it  be  circulated  among  leaders 
in  the  Executive  and  Legislative  branches  of  the  several  State  governments ; 
and  with  the  further  request  that  each  of  the  other  States  in  the  Union  join  in 
requiring  the  Congress  of  the  United  States  to  call  a  constitutional  convention  for 
the  purpose  of  initiating  a  proposal  to  amend  the  Con.stitution  of  the  United 
States  in  substantially  the  form  proposed  in  this  Joint  Resolution  of  the  General 
Assembly  of  Maryland. 

Approved : 


Governor. 


President  of  the  Senate. 


Speaker  of  the  House  of  Delegates. 
Suggested  Changes  to  Text  of  Maryland  Senate  Joint  Resolution  No.  4 

Explanation. — Italic  indicates  amendments  to  the  resolution.  Parentheses 
enclose  matter  .stricken  out. 

Page  3,  lines  128-142  of  Proposed  Article  XXVII 

"The  total  of  all  Federal  appropriations  made  by  the  Congress  for  any  fiscal 
year  may  not  exceed  the  total  of  the  estimated  Federal  revenues  for  that  fiscal 
year,  excluding  (any  revenues)  from  these  revenues  any  monies  derived  from 
borrowing :  and  this  prohibition  extends  to  all  Fetleral  appropriations  and  all 
estimated  Federal  revenues,  (excluding  any  revenues)  except  monies  derived 
from  borrowing.  The  President  in  submitting  l)udgetary  requests  and  the  Con- 
gress in  enacting  appropriation  lulls  shall  comply  with  this  Article;  but  a  re- 
quest may  be  made  by  the  President  or  in  any  legislative  proposal  for  a  Federal 
appropriation  which  if  enacted  would  cause  Federal  appropriations  to  exceed 
estimated  Federal  revenues  for  that  fiscal  year,  if  the  request  or  proposal  is  ac- 
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companied  by  requested  or  proposed  legislation  for  additional  revenues,  and  the 
request  or  proposal  for  the  Federal  appropriation  shall  he  made  contingent  upon 
adding  the  additional  revenues  to  the  total  of  estimated  Federal  revenues  for  the 
particular  fiscal  year.  If  the  President  proclaims  a  national  emergency,  sus- 
pending the  reqviirement  that  the  total  of  all  Federal  appropriations  not  exceed 
the  total  estimated  Federal  revenues  for  a  fiscal  year,  excluding  (any  revenues) 
from  these  revenues  any  monies  derived  from  borrowing,  and  two-thirds  of  all 
Members  elected  to  each  House  of  the  Congress  so  determine  by  .Joint  Resolution, 
the  total  of  all  Federal  appropriations  may  exceed  the  total  estimated  Federal 
revenues  for  that  fiscal  year." 

Senator  Scott.  All  right.  Now  we  have  Cong-ressmau  Simon  here. 
Congressman,  it  is  good  to  have  you  with  ns.  Would  you  proceed 
in  your  own  manner. 

STATEMENT  OF  HON.  PAUL  SIMON,  A  U.S.  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  24TH  DISTRICT  OF  THE  STATE  OF  ILLINOIS 

Eepresentative  Simon.  Thank  you  very  much,  Mr.  ChaiiTnan,  Sen- 
ator Curtis. 

Senator  Scott.  I  do  ask  you  to  bear  in  mind  the  admonition  I  made 
previously. 

Representative  Simox.  I  will  bear  your  admonition  in  mind. 

I  might  say  to  Senator  Curtis  that  I  spent  two  of  my  college  years 
at  Dana  College  in  Blair,  Xebr.,  and  I  am  going  back  there  this  week- 
end for  a  homecoming. 

Senator  Curtis.  You  are  well  qualified  to  speak  here  as  an  expert. 
We  welcome  you  to  this  rostrum. 

Representative  Simon.  I  have  no  formal  statement  to  submit.  I  am 
here  to  testify  on  behalf  of  the  ell'ort  you  gentleman  are  making. 

Let  me  just  cite  a  few  statistics  very  quickly.  First,  on  the  spending 
history  of  this  country — (>  minutes  of  what  we  do  in  the  Federal  Gov- 
ernment today  equals  our  total  expenditure  in  1789.  It  took  us  186  years 
to  reach  a  $100  billion  budget.  It  took  us  another  1)  years  to  reach  $200 
billion,  and  then  another  4  years  to  reach  $300  billion.  It  is  not  only 
that  spending  trend,  which  I  do  not  think  we  are  going  to  stop ;  we 
may  slow  down  the  speed  of  it,  but  I  do  not  think  that  is  going  to 
change.  What  we  can  do  is  to  make  sure  that  what  we  spend  is  on  a 
solid  basis,  and  I  think  that  is  extremely  important. 

State  and  local  governments  are  learning  the  lesson  that  we  are 
teaching  them  at  the  Federal  level.  I  was  involved  in  State  govern- 
ment. I  was  in  the  State  legislature,  and  a  Lieutenant  Governor  there, 
in  Illinois. 

Senator  Scott.  What  State  is  that  I 

Representative  Simon.  The  State  of  Illinois. 

Senator  Scott.  Go  ahead,  sir. 

Representative  Simon.  The  experience  in  Illinois  apidies  to  both 
political  parties.  Administrations  of  both  political  parties  learned  a 
very  simple,  easy  lesson,  and  that  is,  if  your  needs  are  up  here  and 
your  revenue  is  down  hei'e,  you  issue  bonds  to  take  care  of  the  differ- 
ence and  you  tell  people,  "When  you  buy  mortgage  on  a  house,  this  is 
how  you  have  to  take  care  of  it."  It  is  deceptive  logic  that  fools  enough 
people  so  you  can  get  by  Dolitically.  Someone  has  to  take  care  of  the 
future.  We  do  it  not  only  that  way.  but  we  do  it  by  not  funding  pension 
systems  and  a  varietv  of  other  thina's. 
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I  talked  just  recently  witli  the  school  administrator  of  a  local  school 
district  in  southern  Illinois  who  said.  ''We  had  this  problem  and  we 
were  not  able  to  balance  the  bud^jet.  We  decided  the  heck  with  it;  we 
are  g:oing  to  let  somebody  else  take  care  of  it  in  the  future."  That  is 
really  what  we  are  doin^  up  and  down  the  line. 

An  increasino-  percenta<ie  of  our  tax  dollar  is  ^oing  for  interest 
rather  than  ooods  and  services.  I  do  not  care  whether  you  are  politi- 
cally a  liberal  or  a  conservative;  that  is  just  not  a  rational  Avay  to 
operate  <>:overnment. 

I  do  not  need  to  tell  the  members  of  this  committee  that  this  is 
causing  problems  in  the  capital  market.  It  is  adding  to  inflation, 
tliough  I  recognize  there  are  a  variety  of  causes  of  inflation.  It  is  forc- 
ing, in  fact,  forcing  higher  interest  rates,  and  causing  a  variety  of 
problems. 

The  question  is  what  can  be  done.  Two  things  primarily  ought  to  be 
done,  one  of  which  we  can  do  by  statute,  one  of  which  I  think  requires 
a  constitutional  amendment.  I  think  by  statute  we  ought  to  do  with 
revenue  sharing — we  ought  to  have  an  increment,  perhaps  2  percent, 
to  a  State  or  local  government  or  unit  that  balances  its  budget.  The 
average  citizen  has  no  idea  whether  a  State  or  local  governmental  unit 
is  balancing  its  budget.  I  frankly  was  opposed  to  revenue  sharing 
originally,  but  it  is  here  and  our  communities  are  dependent  on  it. 
Let  us  do  something  with  it  to  dramatically  show  what  is  happening, 
to  encourage  governments  to  avoid  what  is  taking  j^lace  in  New  York 
(^ity. 

The  second  thing  is  the  route  to  the  constitutional  amendment.  I 
have  examined  the  two — youi"S,  Senator,  and  I  think  Senator  Thur- 
mond is  cosponsoring  both  of  the  constitutional  amendments.  My 
feeling  is  that  there  is  a  plus  in  both. 

Senator  Curtis.  May  I  interrupt  you  right  there?  There  is  a  re- 
vised edition  of  Senate  Kesolution  55,  which  simplifies  it  some. 

Representative  Simox.  I  have  not  seen  that  revised  edition.  It  does 
seems  to  me 

Senator  Sfoxx.  Congressman,  may  I  interrupt  just  a  moment? 

Representative  Simox.  Yes. 

Senator  Scott.  Senator  Thurmond  is  only  going  to  be  here  for  a 
moment,  and  I  believe  he  wants  to  make  a  unanimous  consent  request. 

Representative  Simox'.  Yes. 

Senator  Scott.  And  we  can  put  the  information  at  the  end  of  your 
testimony. 

Representative  SIMOx^  Certainly. 

Senator  Thurmoxd.  Mr.  Chairman.  I  would  ask  unanimous  consent 
that  a  i-esolution  ])a?sed  by  the  National  Associatio]i  of  State  Auditore, 
Comptrollers  and  Treasurers  on  August  27, 1975,  and  of  which  organi- 
zation Mr.  Grady  Patterson,  the  State  Treasurer  of  South  Carolina,  is 
the  president,  following  Mr.  Patterson's  statement  wliich  he  gave  this 
morning  in  the  record. 

Statement  Submitted  by  Senator  Paul  Laxalt  for  the  Hearing  Record  on 
Senate  .Toint  Resolution  5.5  and  Senate  Joint  Resolution  93 

Mr.  Chairman,  I  certainly  appreciate  this  opportunity  to  express  my  strong 
support  for  Senate  .Joint  Resolution  55  before  this  distinguished  Subcommittee. 
I  wholeheartedly  endorse  any  proposal  directed  towards  increasing  fiscal  re- 
sponsibility  at  all  levels  of  government.   Recent  events  have  highlighted   the 
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need  for  such  responsibility.  Yet,  I  fear  that  the  leadership  that  is  desperately 
needed  at  this  time  is  largely  absent.  Therefore,  it  is  as  an  expression  of  my 
great  concern  that  I  support  this  measure  which  would  compel  a  balanced 
budget. 

To  give  a  precise  definition  of  "fiscal  responsibilty"  may  not  be  possible.  There 
are  probably  as  many  definitions  as  there  are  political  leaders  in  this  country. 
But,  while  there  may  be  some  doubt  as  to  exactly  what  fiscal  responsibility  is, 
I  tell  you  with  some  certainty  that  it  is  not.  We  need  only  to  examine  the  plight 
of  our  Nation's  largest  city  to  find  a  frightening  example  of  the  consequences 
of  fiscal  irresponsibility. 

For  years.  New  York  City  has  ignored  with  apparent  impunity  the  laws  of 
public  finance.  The  City's  government  has  insisted  on  supplying  far  more  public 
services  than  its  revenues  alone  would  permit.  As  an  inevitable  result.  New 
York  has  accumulated  a  massive  debt  of  about  $12  billion. 

A  clearer  focus  on  New  York  City's  finances  yields  a  useful  example  of  what 
must  be  avoided  at  the  Federal  level.  One-fourth  of  the  City's  1974  budget  was 
spent  on  social  welfare  programs,  which  are  currently  funded  at  a  higher  level 
than  any  other  municipal  program.  The  number  of  welfare  "clients"  has  more 
than  doubled  in  the  past  ten  years,  so  that  now  there  are  over  one  million  people 
on  welfare  in  New  York.  The  City's  19  municipal  hospitals  have  10,000  more 
employees  than  they  had  10  years  ago,  despite  a  25%  drop  in  the  patient  load. 
And,  educational  employees  have  increased  from  44,000  in  1960  to  80,000  in  1975 ; 
while  student  enrollment  has  remained  stationary. 

What  is  most  unfortunate  about  New  York  City  is  that  not  only  are  its 
programs  over-priced,  they  are  also  inefficient  and  inadequate.  For  example. 
New  York  City's  Budget  Commission  recently  reported  that  the  City  could 
have  resurfaced  45%  more  streets  for  the  same  price  if  it  had  employed 
private  contractors. 

Of  course,  recent  efforts  have  been  made  to  close  the  widening  gap  between 
expenditures  and  revenues.  Taxes  have  been  increased  and  new  taxes  have  been 
introduced.  Currently,  the  City  of  New  York  boasts  an  8%  sales  tax,  a  property 
tax  of  over  8%^,  a  stock-transfer  tax,  personal  and  business  income  taxes,  a  leaded 
gasoline  tax,  cigarette  taxes,  and  an  automobile  use  tax.  Nevertheless,  the  City 
will  require  as  much  as  $4  billion  in  December  to  prevent  defaulting  on  its  debt 
obligations.  In  short,  we  have  in  the  fiscal  plight  of  New  York  City  an  example 
of  fiscal  irresponsibility  second  to  none. 

Yet.  what  troulUes  me  most  about  New  York  City  is  that  many  of  its  budgetary 
problems  are  similar  to  those  of  the  Federal  government.  For  example,  the 
United  States  with  a  population  25  times  as  large  as  New  York  City  has  a  public 
debt  45  times  as  great.  Both  the  bureaucracy  of  New  York  and  that  of  the  United 
States  are  notoriously  wasteful.  And  like  New  York,  the  largest  portion  of  our 
Federal  budget  is  devoted   to  welfare. 

Most  important  of  all  is  that  the  budgetary  problems  of  the  Nation  are 
enormous  and  unlikely  to  improve  in  fiscal  years  1976  and  1977.  Massive  deficits 
must  somehow  be  financed  by  Treasury  l)orrowing.  Debt  service  is  now  tlie 
Federal  government's  third  most  costly  activity  and  heavy  Treasury  borrowing 
has  become  the  predominant  force  in  credit  markets  at  a  time  when  the  level 
of  private  credit  demand  is  expected  to  increase.  If  left  unchecked,  the  Treasury's 
debt  borrowing  will  "crowd  out"  private  demand  for  capital. 

The  consequences  of  this  "crowding  out"  are  indeed  perilous.  The  investment 
need  for  a  prompt  and  smooth  economic  recovery  will  be  appropriated  by  the 
government.  Savings  will  shift  from  thrift  institutions  to  government  securities; 
this  "disintermediation"  will  draw  funds  away  from  residential  construction 
as  well  as  capital  investment. 

Accordingly,  excessive  government  spending  nuist  be  curbed.  The  economy 
cannot  have  "more  expansion  than  it  is  able  to  finance.  Moreover,  if  we  are  to 
have  eflScient  u.se  of  our  scarce  resources,  this  expansion  must  occur  in  the 
private  sector.  The  encroaclnnent  of  goveriunent  in  tlie  prerogative  of  private 
industry  must  be  lialted.  Existing  programs  nuist  be  re.'^crutinized  and  rejustified  ; 
new  programs  must  meet  tougher  criteria  than  ever  before.  We  nuist  never  forget 
that  the  fundamental  reality  of  economics  is  scarcity  :  in  the  long  run,  creating 
government  purchasing  power  by  degree  will  not  eradicate  scarcity  of  real  goods. 
Mr.  Chairman,  your  Subcommittee  has  before  you  a  Constitutional  Amendment 
requiring  a  balanced  budget  and  stipulating  stringent  conditions  for  tlie  waiving 
of  this  criterion.  As  I  have  stated  earlier.  I  endorse  any  effort  to  review  the  fiscal 
responsibility  of  the  government.  This  proposed  amendment  embodies  a  principle 
as  old  as  the  notion  of  good  and  just  government :   if  we  cannot  have  just. 
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respniisil)le  leaders,  then  we  must  have  just  and  responsible  laws,  what  this 
amendment  says  to  me  as  a  Senator  is:  you  and  your  colleagues  in  Congress 
cannot  act  with  fiscal  responsibility.  Therefore,  a  law  must  be  enacted  to  compel 
you  to  so  act. 

Mr.  Chairman.  I  view  this  proposal  as  a  challenge  to  those  who  lead  this 
Nation.  I  choose  to  pick  up  the  gauntlet  of  responsibility,  to  accept  the  challenge. 
The  leadership  of  this  country  must  respond  to  the  need  for  fiscal  responsibility 
now  as  never  before  in  the  postwar  era. 

The  distinguished  authors  of  this  resolution  should  be  praised  for  the  inten- 
tions that  underlie  the  text  of  this  amendment.  I  approve  of  its  intent  and  I 
recognize  the  call  to  budgetary  leadership  and  fiscal  responsil)ility  that  the  pro- 
posal represents.  It  i.s  my  earnest  hope  that  other  members  of  Congress  as  well 
as  budgetary  authorities  throughout  the  government,  will  respond  to  the  call 
for  leadership  contained  in  the  Resolution  and  rescue  this  country  from  an 
impending  economic  disaster  now  threatening  not  just  one  city,  but  the  entire 
Nation. 

Senator  Scott.  "Without  ol)jection.  it  will  be  so  ordered. 

Thank  you.  Senator. 

Senator  TiiriaroxD.  T  wish  to  thank  you.  Senator. 

Senator  Scott.  Conofressman,  would  it  be  possible  for  you  perhaps 
to  siunniarize  and  then  to  submit  for  the  record — our  record  will  be 
open  for  a  nuuiber  of  days  so  we  can  hear  the  other  witnesses? 

Representative  Simon.  I  just  have  al)Out  two  more  sentences  and 
my  testimony  is  concluded. 

Senator  Scott.  Go  ahead,  sir. 

Representative  Simox.  It  seems  to  me  that  the  one  plus  of  your 
resolution.  Senator  Curtis,  is  that  it  mandates  a  procedure  for  tax- 
ation if  we  do  not  balance  the  budget,  and  I  think  that  is  absolutely 
essential.  I  do  like  the  idea  of  havino-  some  kind  of  an  out  in  an 
emero-ency  situation.  It  seems  to  me  the  Tahnada'e  proposal  has  that. 
thouo:h  I  do  not  think  a  siuiple  majority  of  Cono-ress  ouo-ht  to  l)e  able 
to  get  us  out  of  that.  I  think  it  ought  to  ])e  mayl)e  a  three-fifths 
majority,  or  something. 

Senator  Curtis.  My  resolution  is  three-fourths. 

Representative  Simox.  Maybe  three-fourths  is  a  little  steep;  but 
some  kind  of  out  ought  to  be  there. 

Beyond  that,  I  just  want  to  add  I  think  there  is  substantial  senti- 
ment for  a  move  like  this  at  the  grassroots  level.  I  think  there  is  an 
awareness  that  we  are  following  a  path  that  ultimately  is  going  to  be 
an  extremely  costly  one  for  the  Nation. 

Senator  Scott.  Congressman,  it  is  good  to  have  you.  Who  did  you 
replace  from  Illinois? 

Repi'esentative  Simox.  I  replaced  Congressman  Kenneth  Gray.  I  am 
from  deep  southern  Illinois,  the  southernmost  district  in  the  State. 

Senator  Scott.  I  served  with  Congressman  Gray  and  think  quite 
highly  of  him. 

Thank  you  very  much  for  being  with  us. 

Representative  Simox'.  Thank  you.  Senator. 

Senator  Scott.  Could  we  have  Mr.  Rinta. 

STATEMENT  OF  EUGENE  F.  RINTA,  EXECUTIVE  DIRECTOR  AND 
RESEARCH  DIRECTOR,  COUNCIL  OF  STATE  CHAMBERS  OF 
COMMERCE 

Mr.  Rix'TA.  My  name  is  Eugene  Rinta.  I  am  executive  director  of 
the  council  of  State  chambers  of  commerce.  While  the  thoughts  I  pre- 
sent here  are  my  own  and  do  not  necessarily  in  every  respect  repre- 
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sent  the  views  of  my  employer  organization,  I  do  not  hesitate  to  state 
that  this  organization  wholeheartedly  supports  the  objectives  of  Senate 
Joint  Resolution  55  and  Senate  Joint  Resolution  93. 

During  the  1950's  and  early  196(Ts,  our  organization  regularly  sup- 
ported the  type  of  measure  which  is  before  you  now,  that  is,  a  consti- 
tutional amendment  to  prevent  deficits,  except  in  times  of  emergencies. 
In  recent  years  this  recommendation  or  support  has  not  been  repeated 
because  of  an  apparent  futility  of  getting  action  by  the  Congress.  But 
early  last  month  at  the  annual  meeting  of  our  council  in  JSIinneapolis, 
the  executive  heads  of  the  member  State  chambers  of  commerce  who 
were  present  voted  unanimously  in  favor  of  an  appropriate  consti- 
tutional amendment  requiring  balanced  Federal  budgets  except  in 
emergencies. 

Now,  the  question  is.  why  did  they  at  this  time  once  again  take  a 
stand  for  a  constitutional  provision?  They  did  it  from  a  conviction 
that  better  control  of  inflation  is  essential  to  the  preservation  of  our 
economic  system  ;  that  budget  deficits  are  a  significant  cause  of  inflation 
through  tile  monetization  of  debt;  that  the  political  proclivity  to 
finance  added  spending  by  borrowing  rather  than  by  taxation  requires 
the  discipline  of  a  constitutional  proscription  if  deficit  spending  in 
normal  times  is  to  be  eliminated;  and  that  the  great  majority  of  the 
public  is  so  fed  up  with  the  excessive  Federal  spending  and  inflation 
of  recent  years  that  a  constitutional  amendment  barring  deficits  would 
gain  public  support. 

I  personally  believe  that  a  constraint  that  is  much  stronger  than 
congressional  self-discipline  is  needed  if  continued  deficits  are  to  be 
avoided.  The  new  system  for  consideration  of  the  annual  budgets 
created  by  the  1974  congressional  budget  reforms  is  a  step  in  the  right 
direction!  It  could  exert  considerable  fiscal  discipline  on  the  Congress, 
but  there  can  be  no  assurance  that  it  actually  will.  One  thing  is  missing, 
and  that  is  a  provision  such  as  was  in  the  legislation  proposed  by  the 
entire  membership  of  the  Joint  Study  Committee  on  Budget  Control. 
That  was  a  provision  which  required  the  levying  of  a  surtax  or  some 
other  tax  if  budget  outlay  and  revenue  estimates  indicated  a  deficit 
greater  than  the  deficit  set  as  appropriate  in  the  concurrent  resolution. 
This  type  of  levying  of  tax  to  cover  increased  expenditures  obviously 
would  tend  to  restrain  spending  increases. 

I  will  not  get  into  any  details  on  what  has  actually  been  happening. 

Senator  Scott.  Mr.  Rinta,  we  will  incorporate  your  entire  state- 
ment in  the  record. 

You  go  ahead,  sir. 

Mr.  RixTA.  I  would  like  to  comment  that  bringing  Federal  spend- 
ing under  conti'ol  and  eliminating  the  large  recurring  deficits  are  not 
only  essential  to  reduce  inflationary  pressures  but  it  is  also  essential  to 
l)roVide  the  resources  for  meeting  capital  investment  needs  in  the  years 
aliead.  Tliis  has  l)een  mentioned  by  other  witnesses. 

Tlie  fact  is  tliat  the  only  source  of  creating  productive  jobs  is  capital 
investment,  and  the  needs  in  the  10  years  ahead  are  innnense,  accord- 
ing to  Treasury  Secretary  Simon,  about  three  times  the  total  expendi- 
tui-es  for  capital  investments  in  the  preceding  10  years. 

One  estimate,  for  example,  by  the  Brookings  Institution,  which 
would  tend  to  be  on  the  more  liberal  side,  they  estimated  that  ca])ital 
needs  of  business  in  the  1974-80  period  would  be  available,  provided 
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tlio  Fedei-al  budget  was  in  substantial  surplus  durino;  these  years. 
Their  projections  indicated  tliat  the  surplus  could  be  about  $lli/^  bil- 
lion on  the  average. 

That,  to  us,  is  hardly  a  realistic  expectation  based  on  the  past  record. 
As  I  see  it,  the  only  real  ])rospect  for  attainment  of  recurring  budget 
surpluses  in  the  foreseeable  future  would  be  through  ratification  of  a 
constitutional  amendment. 

I  have  a  few  suggestions  with  respect  to  such  a  constitutional  amend- 
ment, which  I  will  submit  for  what  they  are  worth.  One  is  that  the 
amendment  be  as  simple  as  i)Ossible  and  yet  adequate  to  assure  attain- 
ment of  its  purpose.  That  would  prevent  the  need  for  amending  that 
particular  amendment  in  the  future  if  problems  arose. 

Second,  if  the  amendment  should  require  imposition  of  a  tax  when 
ex})enditures  would  otherwise  exceed  receipts,  I  would  suggest  that  the 
foi-m  of  tax  or  tax  increase  be  left  to  the  discretion  of  the  President, 
but  subject  to  concurrence  or  change  by  the  Congress.  An  income  tax 
surcharge  might  be  quite  ajjpropriate  under  certain  circumstances,  but 
undei-  other  cii'cumstances  some  other  tax  might  be  more  appropriate, 
defending  on  the  economic  situation. 

Third,  if  the  amendment  should  require  imjwsition  of  a  tax  to  bal- 
ance excessive  expenditures,  a  de  minimis  rule  would  be  desirable.  This 
woidd  avoid  the  need  to  impose  a  tax  when  the  required  revenue  is 
quite  small — for  example,  an  amount  that  would  recjuire  an  income  tax 
surcharge  of  less  than  1  percent. 

Fourth,  the  suspension  of  the  balanced  budget  requirement  is  pro- 
A-ided  in  both  Senate  Joint  Eesolution  oo  and  93,  with  55  being  much 
tightei'.  I  would  suggest  that  suspension  of  the  balanced  budget  provi- 
sion require  more  than  a  majority  vote  by  each  House,  but  less  than  the 
thiee-fourths  required  under  Senate  Joint  Resolution  55. 

Senator  Scott.  Mr.  Einta.  I  hate  to  do  this,  but  we  are  going  to  have 
to  ask  that  you  submit  the  balance  of  your  testimony  for  the  record. 
We  have  people  that  have  been  hei-e  for  a  long  period  of  time,  and  I  do 
have  to  go  to  a  full  connnittee  meeting. 

Mr.  RixTA.  I  will  close  with  a  couple  of  sentences. 

The  member  organizations  in  the  council  of  State  chambers  of  com- 
merce commend  Senator  Curtis  for  his  perseverance  in  keeping  this 
issue  before  the  Congress,  and  they  appreciate  your  committee's  hav- 
ing brought  the  issue  to  the  stage  of  public  hearings.  It  is  a  first,  but 
im])ortant,  step  toward  Federal  fiscal  responsibility  which  we  believe 
the  ))ublic  will  support. 

[The  prepared  statement  of  Mr.  Einta  follows :] 

Statement  of  Eugene  F.  Rinta 

My  name  is  Eugene  F.  Rinta  and  I  am  employer!  as  Executive  Director  and 
Research  Director  of  the  Council  of  State  Chambers  of  Commerce.  I  am  pleased 
to  have  this  opportunity  to  testify  in  support  of  the  olijectives  of  S.J.  Res.  55 
and  S..T.  Res.  0.*?,  proposed  amendments  to  the  Constitution  which  would  require 
balanced  Federal  budgets  except  in  times  of  declared  war  or  other  emergency. 
It  is  on  the  basis  of  bavins  analyzed  and  written  on  Federal  fiscal  issues  for 
more  than  two  decades  that  I  feel  I  may  have  some  contribution  to  make  with 
res]iect  to  your  consideration  of  these  proposed  amendments. 

Willie  the  thoughts  I  present  here  are  my  own  and  do  not  nece.ssarily  represent 
the  views  of  my  employer  organization  in  every  re.spect,  I  do  not  hesitate  to 
state  that  this  organization  wlioleheartedlv  supports  the  objectives  of  S..T.  Res. 
."i.^  and  S..T.  Res.  0?,.  During  the  in50"s  and  early  1960\s  the  Council  of  State 
Chambers  of  Commerce  consistently  included  in  its  published  policy  statements 
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on  Federal  spending  and  taxation  a  provision  calling  on  the  Congress  to  devote 
its  early  attention  to  proposed  measures  then  before  it  which  were  designed 
to  prevent  budget  deficits  except  in  times  of  national  emergency  declared  by 
Congress.  The  Council's  Federal  Finance  Committee,  which  is  responsible  for 
developing  fiscal  policy  recommendations,  has  not  repeated  this  recommendation 
in  recent  years  because  of  the  apparent  futility  of  getting  action  by  the  Congress. 
But  early  last  month  at  the  Annual  Meeting  of  the  Council  in  Minneapolis, 
the  executive  heads  of  the  member  state  chambers  of  commerce  who  were  present 
voted  unanimously  in  favor  of  an  appropriate  constitutional  amendment  requir- 
ing balanced  Federal  budgets  except  in  emergencies. 

Why  did  these  business  organization  representatives  decide  once  again  to  take 
a  stand  for  a  constitutional  provision  against  Federal  defict  spending  despite 
the  lack  of  action  over  the  years?  They  did  so  from  a  conviction  that — 

Better  control  of  inflation  is  essential  to  the  preservation  of  our  economic 
system ; 

Budget  deficits  are  a  significant  cause  of  inflation  through  the  monetiza- 
tion  of  debt ; 

The  political  proclivity  to  finance  added  spending  by  borrowing  rather 
than  by  taxation  requires  the  discipline  of  a  constitutional  proscription 
if  deficit  spending  in  normal  times  is  to  be  eliminated ;  and 

The  great  majority  of  the  public  is  so  fed  up  with  the  excessive  Federal 
spending  and  inflation  of  recent  years  that  a   constitutional   amendment 
barring  deficits  would  gain  public  support. 
My  own  per.sonal  view  is  that  a  constraint  that  is  much  stronger  than  congres- 
sional self-discipline  is  needed  if  continued  deficits  are  to  be  avoided.  The  new 
system  for  consideration  of  the  annual  budgets  created  by  the  1974  congressional 
budget  reforms  is  a  step  in  the  right  direction.  It  could  exert  considerable  fiscal 
discipline  on  the  Congress  but  there  can  be  no  assurance  that  it  actually  will. 
The  trial  run  now  being  given  the  new  budgeting  system  by  the  Congress  illus- 
trates the  point. 

Under  the  new  system  Congress  last  May  set  a  target  of  $367  billion  in  fiscal 
1976  outlays  and  a  target  deficit  of  $68.8  billion.  Both  of  these  figures  were  sub- 
stantially "higher  than  the  estimates  in  the  President's  budget  for  1976.  Now% 
based  on  budget  scorekeeping  estimates  of  the  Congressional  Budget  Oflice, 
there  is  every  indication  that  both  outlays  and  the  deficit  will  materially  exceed 
the  targets  that  Congress  set  for  itself. 

While  the  new  system  does  appear  to  be  having  some  restraining  effect  on 
congressional  spending  decisions,  its  weakness  is  that  it  does  not  have  a  self- 
enforcing  constraint.  A  significant  constraint  was  included  in  the  proposed 
legislation,  H.R.  7130  and  S.  1641,  93d  Congress,  which  was  sponsored  by  all 
32  members  of  the  Joint  Study  Committee  on  Budget  Control.  Under  this  pro- 
posed legislation  an  income  tax  surcharge  or  other  tax  would  have  to  be  levied 
if  the  budget  outlay  and  revenue  e.stimates  indicated  a  deficit  greater  than  the 
deficit  which  Congress  set  as  appropriate  in  the  concurrent  resolutions  on  the 
budget.  This  requirement  to  levy  a  tax  to  cover  the  increa.'^ed  expenditures 
would  obviously  tend  to  restrain  spending  increases. 

Although  we  in  the  Council  of  State  Chambers  of  Commerce  urged  enactment 
of  the  Congressional  Budget  Act,  we  have  had  no  illusions  that  the  new  budgeting 
system  was  the  cure-all  for  excessive  Federal  spending  and  deficits.  But  the 
fiscal  record  since  the  mid-sixties  has  been  so  bad,  and  getting  wor.se,  that  we 
were  pleased  to  support  this  effort  on  the  part  of  Congress  to  improve  its  control 
over  spending.  To  summarize  briefly,  the  record  of  the  last  10  years  shows — 
Nine  deficits  and  one  surplus  for  a  net  10-year  deficit  of  $14.">  billion,  with 
$108  billion  of  that  deficit  having  been  incurred  in  the  last  five  years. 

In  the  Federal  Funds  accounts,  which  exclude  the  Trust  Funds,  the  10-year 
deficit  was  $220  billion,  with  $153  billion  of  that  total  incurred  in  the  last 
five  yeai-s.  It  is  this  10-year  Federal  Funds  deficit  which  accounts  for  the 
increase  in  the  gross  Federal  debt  from  $323  billion  at  the  beginning  of  fiscal 
vear  1960  to  $547  billion  at  the  end  of  fiscal  year  1975. 

A  budget  deficit  of  at  least  $70  billion  in  1970  is  virtually  certain,  as  is 
another  huge  deficit  in  1977. 
Bringing  Federal  spending  under  control  and  eliminating  recurring  large  defi- 
cits are  es.sential.  not  only  to  reduce  inflationary  pressures  but  also  to  provide 
the  resources  for  meeting  capital  investment  needs  in  the  years  ahead.  A  numhtn- 
of  studies  of  such  needs  in  the  years  through  1985  have  been  made  during  tlie 
last  vear  or  two.  Secretar:^'  of  the  Treasury  Simon  lias  given  the  Treasury's  esti- 
mate of  capital  needs  from  1974  to  1985,  based  on  analysis  of  several  of  these 
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studies,  as  being  about  $4.5  trillion.  He  noted  that  this  figure  is  three  times  the 
total  expenditures  for  capital  investment  in  the  preceding  eleven  years,  1962 
through  1973. 

Estimates  in  these  studies  of  the  gap  between  investment  needs  and  sources 
of  financnig  vary  substantially  dei>ending  on  the  economic  assumptions  which 
were  used  in  making  the  projections.  The  most  recent  study  of  this  type,  one 
issued  by  the  Brookings  Institution,  covers  the  period  from  1974  through  1980. 
It  reportedly  placed  business  capital  needs  during  this  period  as  exceeding  inter- 
nally generated  funds  by  an  average  of  .$64.6  billion  a  year  which  would  have 
to  be  raised  in  the  capital  markets.  Tliis  figure  is  almost  twice  the  $33.9  l)illion 
average  annual  amount  raised  by  business  in  the  capital  markets  during  the 
1971-73  period.  According  to  the  Brookings  study,  the  estimated  capital  needs  of 
business  in  the  1974-80  period  would  be  available  provided  the  Federal  budget 
were  in  substantial  surplus  during  these  years.  But  attainment  of  the  needed 
average  budget  surplus  of  $11.5  billion  a  year  pro.iected  in  the  study  is  hardly  a 
realistic  expectation  based  on  the  past  record.  As  I  see  it,  the  only  real  prospect 
for  attainment  of  recurring  budget  surpluses  in  the  foreseeable  future  would  be 
through  ratification  of  a  constitutional  amendment  with  a  proscription  against 
deficits  as  provided  in  S.J.  Res.  55  and  S.J.  Res.  93. 

With  respect  to  such  a  constitutional  amendment,  I  would  offer  the  following 
suggestions  : 

1.  The  language  of  the  amendment  should  be  as  concise  as  possible  to  assure 
attainment  of  its  purpose.  Detailed  provisions  for  enforcing  the  amendment  could 
create  prolilems  in  the  future  which  would  require  revisions  of  the  amendment 
through  the  cumbersome  process  of  amending  the  Constitution.  The  enforcing 
details  would  better  be  left  to  legislation  as  provided  for  in  Section  6  under  S.J. 
Res.  .55  and  Section  3  under  S.J.  Res.  93. 

2.  If  the  amendment  should  require  imposition  of  a  tax  when  expenditures 
would  otherwise  exceed  receipt.s,  the  form  of  tax  or  tax  increase  should  be  left 
to  the  discretion  of  the  President  subject  to  concurrence  or  change  by  the  Con- 
gress. While  an  income  tax  surcharge,  as  provided  for  in  S.J.  Res.  55,  might  be 
appropriate  under  certain  circumstances,  some  other  tax  might  be  more  appro- 
priate in  other  economic  situations.  For  example,  if  a  value  added  tax  should  lie 
adopted  in  the  future,  increasing  its  rate  might  be  more  appropriate  at  a  given 
time  tlian  would  an  income  tax  surcharge. 

3.  Also,  if  the  amendment  should  require  imposition  of  a  tax  to  balance  exces- 
sive exijenditures.  a  de  miTiimis  rule  would  l)e  desirable.  This  would  avoid  the 
need  to  impose  the  tax  when  the  required  revenue  is  quite  small — for  example, 
an  amount  that  would  require  an  income  tax  surcharge  of  less  than  one  percent. 

4.  Both  S.J.  Res.  55  and  S.J.  Res.  93  would  suspend  the  requirement  for  a  bal- 
anced Itudget  in  the  event  of  war  or  other  national  emergency  declared  by  Con- 
gress. The  suspension  under  S.J.  Res.  93  would  be  automatic  in  a  .state  of  war 
declared  by  Congress  and  by  majority  vote  of  both  Houses  in  a  national  economic 
emergency.  I'nder  S.J.  Res.  55  the  suspension  would  require  approval  by  three- 
fourths  of  all  the  Members  of  each  House. 

I  would  suggest  that  suspension  of  the  balanced  budget  provision  require  more 
than  a  majority  vote  by  each  House  but  less  than  the  three-fourths  required 
under  S.J.  Res.  .55.  With  a  simple  majority  vote  it  would  be  too  easy  for  the  Con- 
gress to  use  a  declared  economic  emergency  as  a  reason  for  deficit  spending. 
Even  in  a  state  of  war,  such  as  Korea  and  Vietnam,  something  larger  than  a 
majority  vote  for  suspension  would  be  appropriate.  The  three  years  of  the  Korean 
War  were  financed  with  only  a  modest  deficit  of  less  than  .$2  billion.  During  that 
war  nondefense  .spending  was  tightly  restrained.  Had  similar  restraints  been 
applied  during  the  Vietnam  War,  it  too  could  have  been  financed  with  only 
modest,  if  any,  tax  increases. 

Mr.  Chairman,  the  member  organizations  in  the  Council  of  State  Chambers  of 
Commerce  appreciate  your  Subcommittee's  having  brought  the  issue  now  before 
you  to  the  stage  of  public  hearings.  It  is  a  first  but  important  step  toward  Federal 
fiscal  resi>onsibility  which  we  believe  the  public  will  strongly  support. 

Senator  Scckft.  Mr.  Rinta,  we  appreciate  very  much  hearincj  from 
you  as  executive  director  of  the  State  Chambers  of  Commerce,  and 
know  of  your  support  for  this  measure.  I  would  just  make  this  one 
comment.  I  liope  that  you  would  take  back  to  your  various  chambers 
tlie  thouofht  tliat  they  mi^ht  assist  a  little  more  in  having  people 
elected  to  both  Houses  of  the  Congress,  in  the  State  House,  and  per- 
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haps  at  the  county  level,  people  who  share  the  views  that  you  have 
just  expressed. 

Tliank  you  for  bemg  with  us. 

Senator  Curtis.  Mr.  Rinta,  I  want  to  thank  you  not  only  for  your 
appearance  today,  but  for  the  support  of  you  and  your  organization 
for  many  facets  of  good  government  over  the  last  decades. 

Mr.  Rinta.  Thank  you. 

Senator  Scott.  Senator  Bumpers — and  let  me  say,  Mr.  Bonner,  we 
will  get  to  you  next.  We  know  you  have  been  here  for  a  long  time,  but 
Senatorial  courtesy  requires  that  I  get  to  my  colleague  next,  and  I 
will  expect  the  same  from  him  when  I  appear  before  him. 

Go  ahead,  Senator,  it  is  nice  to  have  you. 

STATEMENT  OF  HON.  DALE  BUMPERS,  A  U.S.  SENATOR  FROM  THE 
STATE  OF  ARKANSAS 

Senator  Bumpers.  Thank  you  very  much,  Senator,  and  when  you 
appear  before  me,  you  will  receive  the  same  courtesies. 

Because  of  the  time  constraints,  Mr.  Chairman,  with  the  commit- 
tee's approval  I  will  just  submit  my  statement  to  the  record  and  just 
summarize  briefly  my  position  on  this. 

Senator  Scott.  We  appreciate  that.  We  have  a  full  committee 
meeting  of  the  Committee  on  the  Judiciary,  and  I  am  supposed  to  be 
there  in  about  10  minutes.  You  go  right  ahead,  sir. 

Senator  Bumpers.  I  am  here,  of  coui-se,  in  support  of  the  constitu- 
tional amendment  that  has  been  submitted  by  Senator  Tahnadge,  from 
Georgia.  I  will  not  belabor  the  point  of  it.  As  you  know  the  amend- 
ment would  prohibit  deficit  spending,  unless  because  of  a  national 
emergency,  such  as  war,  or  so  on,  or  because  of  an  economic  emergency 
such  as  a  recession  or  a  high  unemployment  rate,  the  Senate  and  the 
House  concurrently  pass  a  resolution  stating  that  there  is  such  an 
emergency.  In  that  event,  a  budget  deficit  would  be  permitted. 

You  and  I  both  know,  I  think,  as  a  practical  mattei-.  that  this  con- 
stitutional amendment  is  not  going  to  be  favorably  acted  upon  by 
this  Congress,  especially  this  year. 

The  thing  that  continually  intrigues  me  is  there  is  an  increasing 
belief  or  there  is  an  increasing  attitude,  I  guess  would  be  a  better  way 
to  say  it,  an  increasing  attitude  in  this  country  towards  a  belief  that 
we  do  not  ever  liave  to  face  up  to  this  situation. 

In  my  own  State,  while  I  was  Governor  there,  and  all  of  those  who 
preceded  me,  we  lived  within  our  means  because  the  constitution 
required  us  to.  During  my  4  years  as  Governor  of  my  State  we  built 
up  and  I  left  very  substantial  surpluses,  and  during  that  same  period 
of  time  our  State  enjoyed  unprecedented  economic  growth,  and  I 
might  add  population  growth,  although  that  was  not  one  of  my 
ijoals.  I  am  sort  of  like  Tom  McCall— I  am  happy  for  people  to  come 
and  visit  with  us,  but  I  am  not  interested  in  their  staying,  because 
we  have  only  a  little  over  2  million  people  and  our  land  space  is  about 
like  Ohio,  oV,  say,  25th  in  the  Xation.  I  can  see  some  of  the  things 
happening  to  us  "that  have  happened  to  other  States  that  have  grown 
in  sort  of  a  haphazard  manner. 

But,  be  that  as  it  may,  I  realized  while  I  was  Governor,  that  the 
Ignited  States  could  operate  under  the  same  provision  we  operated 
under.  We  had  a  fornuila  built  in.  If  we  did  not  take  it  in,  we  just 
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did  not  spend  it.  Everybody  had  to  cut  back  in  accordance  with  a 
predetermined  formuhu  So,'l  will  not  belabor  the  point,  Mr.  Chair- 
man, but  1  simply  wanted  to  lend  my  name  to  those  people  whom  I 
consider  to  be  liscally  responsible  in  this  country  and  in  recofjnition 
of  the  fact  that  this  is  a  problem  which  must  ultimately  be  dealt  with. 
Unless  it  is  dealt  with  soon,  in  my  opinion,  it  will  be  too  late. 

I  made  a  sj^eech  in  Memphis  the  other  nifjht,  and  I  did  a  little  re- 
search before  I  left,  and  I  found  that  the  interest  that  we  are  paying 
now  on  our  debt  far  exceeds  what  our  budget  was  about  25  years  ago. 
Obviously  this  is  one  of  those  things  I  wish  we  did  not  ever  have  to 
face  up  to.  It  is  not  very  pleasant.  It  is  not  pleasant  in  our  private  lives, 
and  not  pleasant  for  States,  and  it  is  not  pleasant  for  the  Federal 
Government. 

Senator  Scott.  Senator,  it  is  good  for  you  to  be  here,  and  your  state- 
ment will  be  included  in  the  record.  We  appreciate  your  comments, 
-especially  as  a  former  Governor  of  your  State.  Our  own  Governor  of 
Virginia  is  taking  a  lot  of  flak  today  because  he  is  trying  to  keep  the 
budget  of  Virginia  in  balance  and,  among  other  things,  he  did  indicate 
that  the  State  aid  to  schools  would  be  cut  back  .5  percent.  You  can 
understand  that  is  something 

Senator  Bumpers.  Not  calculated  to  win  many  friends. 

Senator  Scott.  It  did  bring  a  big  howl  out  of  many  of  the  people, 
and  so  he  is  trying  to  do  that  at  the  State  level.  I  commend  him  and 
I  commend  you  for  being  here  with  us  and  for  your  support. 

Senator  Bt'mpers.  Thank  you,  Mr.  Chairman,  for  allowing  me  to 
come. 

Senator  Cuktis.  I  wish  to  thank  the  Senator. 

[The  statement  of  Senator  Bumpers  follows :] 

Statement  of  Sexator  BrMPERs  ix  Support  of  Senate  .Joint  Resolution  93 
Before  the  Subcommittee  on  Constitutional  Amendments  of  the  Commit- 
tee ON  the  Judiciary,  October  7,  1975 

Mr.  Chairman  and  members  of  the  committee,  I  am  indebted  to  you  for  this 
opportunity  to  appear  and  discuss  witli  you  a  proposed  constitutional  amend- 
ment to  prohibit  deficit  financing  by  the  federal  government.  The  proposal,  which 
is  before  the  subcommittee  as  S.J.  Res.  93,  is  sponsored  by  Senator  Talmadge  and 
a  number  of  other  members,  including  myself. 

Perhaps  a  brief  explanation  of  the  proposed  constitutional  amendment  would 
be  in  order  by  way  of  introduction.  Section  1  would  simply  prohibit  expenditure 
by  the  United  States  in  excess  of  its  net  revenue  during  any  fiscal  year.  The 
prohibition  would  not  be  ab.solute,  however.  Under  Section  2  deficit  in  any  given 
year  could  still  be  resorted  to  if  the  United  States  were  in  a  state  of  war  declared 
by  Act  of  Congress,  or  if,  with  respect  ot  that  fiscal  year,  the  Senate  and  House 
of  Representatives  adopted  a  concurrent  resolution,  stating  in  substance  that 
a  national  economic  emergency  exists  that  requires  the  susi)ension  of  the  general 
prohibition  on  deficit  financing. 

Mr.  Chairman,  this  proposal  is  a  moderate  one  that  would  reestablish  fiscal  re- 
sponsibility on  the  federal  level  without  putting  the  United  States  into  a  financial 
straitjacket.  In  exercising  their  power  to  adopt  an  emergency  concurrent  resolu- 
tion, the  Senate  and  House  of  Representatives  would,  luider  the  terms  of  the 
propo.sed  amendment,  take  into  account  the  extent  and  rate  of  industrial  activity, 
unemployment,  inflation,  and  such  other  factors  as  they  deem  appropriate.  In 
addition.  Congress  would  have  power  to  carry  out  the  proposed  constitutional 
amendment  by  appropriate  legi.slation. 

The  amendment  would,  in  other  words,  set  a  general  policy  of  the  United  States 
against  deficit  financing.  This  is  not  to  say  that  deficits  are  always  undesirable. 
There  are  situations  in  which  they  can  serve  a  useful  public  purpose,  and  if  such 
a  situation,  amounting  to  an  emergency  should  arise,  the  Senate  and  the  Hou.se 
could  meet  it  by  agreeing  to  a  concurrent  resolution  adopted  pursuant  to  Section 
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2  of  S.J.  Res.  93.  The  virtue  of  this  proposal,  however,  is  that  it  would  compel  the 
Congress  to  admit  explicitly  that  a  national  economic  emergency  exists  before 
deciding  to  spend  more  money  than  is  taken  in  any  given  year.  The  general 
policy  of  the  United  States  would  be  against  deficit  spending,  but  exceptions  to 
that  policy  could  be  made  in  exigent  circumstances. 

Mr.  Chairman,  such  a  fundamental  approach  to  the  fiscal  problems  of  this 
nation  might  not  be  neces.sary,  were  it  not  for  the  fact  that  during  the  last  sev- 
eral decades  deficit  financing  has  become  the  rule  rather  than  the  exception  in 
this  country.  Although  the  United  States,  as  a  sovereign  power,  has  the  power 
to  print  money  to  a  theoretically  unlimited  extent,  the  fact  is  that  the  federal 
government  cannot  forever  live  beyond  its  means,  any  more  than  a  state  or  a  city 
can.  The  time  will  come,  if  it  has  not  already,  when  continual  resorting  to  deficits 
will  so  far  erode  the  value  of  the  dollar  that  this  nation  will  face  the  equivalent 
of  bankruptcy. 

Inflation,  which  in  my  judgment  is  still  the  most  serious  long-range  economic 
problem  facing  this  nation,  is  a  complex  phenomenon,  contributed  to  by  many 
factors,  but  it  should  be  undisputed  that  large  federal  budget  deficits  are  one 
of  the  major  contributing  factors  causing  the  almost  constant  decline  in  the  value 
of  the  dollar.  Of  late,  the  problem  has  been  getting  much  worse,  rather  than 
better.  Let  me  share  with  you  as  an  illustration  a  brief  tabulation  of  the  amounts 
of  budget  deficits  and  surpluses  for  the  fiscal  years  since  1965.  The  budget  was  in 
suri)lus  only  one  of  these  years,  1969.  For  each  of  the  other  years  in  this  twelve- 
year  period,  the  budget  was  in  deficit. 

The  figures  are  as  follows  : 

Deficit  or  surplus 
Year  •  MilUona 

1965   -$1-  600 

1966   -3.  m) 

1967   — S-  ''OO 

1968 -25,  200 

1969   +3. 200 

1970   -2.  800 

1971   —23.  000 

1970    -23.000 

1973  III -l-l-  300 

1974   -3, 500 

1975 ::::::::: -44. 200 

1976  (at  least) -59,900 

In  other  words,  the  anticipated  budget  deficit  for  fiscal  year  1976  alone  is  at 
least  $59,900,000,000  and  probably  a  good  deal  more.  The  deficits  of  half  a  dozen 
years  alone  in  the  above  table  add  up  to  nearly  .$190,000,000,000,  more  than  the  en- 
tire gross  national  product  of  this  country  as  recently  as  just  after  World  War  II. 

In  addition,  there  is  immediately  apparent  from  this  table  a  significant  fact 
about  the  trend — that  is  worsening,  not  improving.  In  the  last  two  fiscal  years,  the 
total  deficit  (a.ssuming  that  the  fiscal  year  1976  figure  does  not  increase,  wliich 
is  probably  a  doubtful  assumption)  amounts  to  $104,000,(^)0,000.  Tresent  prospects 
for  fiscal  year  1977  give  no  cause  for  optimism  tliat  the  trend  is  going  to  be 
reversed. 

I  am  aware  of  the  necessity,  in  economic  times  such  as  these,  for  the  federal 
government  to  provide  the  stimulus  for  recovery  and  full  employment,  but  the 
continuing  dependence  on  deficit  spending  is  a  tribute  to  our  unwillingness  to 
discipline  ourselves,  or  coordinate  our  tax  structure  and  spending  polices. 

Mr.  Charman,  S.J.  Re.s.  93  presents  a  flexil)le  approach  to  the  i.ssue  of  a  fiscal 
responsibility,  which  must  be  ultimately  resolved.  It  wonld  not  require  the  coun- 
try immediately  to  go  "cold  turkey,"  but  instead  would  give  Congress  the  power 
to  wean  the  nation  away  slowly  from  the  drug  of  deficit  financing,  a  drug  that 
has  proved  habit-forming. 

I  respectfully  urge  that  the  subcommittee  favorably  report  S.J.  Res.  93  for 
consideration  by  the  full  Committee  on  the  Judiciary. 

Thank  you  very  much  for  your  courtesy  in  permitting  me  to  appear. 

Senator  Scott.  Xow  if  we  could  hear  f  i-om  Mr.  Bonner. 
Mr.  Bonner,  just  proceed  in  your  own  manner,  but  with  the  admoni- 
tion you  heard  before.  It  is  about  3  minutes  to  2  p.m. 
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STATEMENT  OF  WILLIAM  BONNER,  NATIONAL  TAXPAYERS 

UNION 

Mr.  Bonner.  Well,  I  have  prepared  testimony,  so  I  will  not  'bother 
taking  up  your  time  with  tliat.  i  would  just  like  to  make  one  point 
that  1  have  noted  during-  the  discussion  of  this  measure,  and  that  is 
that  the  function  of  dehcit  hnancing  is  to  expand  Federal  spending 
beyond  what  the  people  will  voluntarily  support.  So,  in  addition  to  be- 
ing economically  disadvantageous,  this  method  of  financing  is  also 
undemocratic,  devious,  and  perhaps  even  dishonest. 

The  purpose  of  the  Federal  debt  is  to  allow  the  Government  to  pur- 
sue its  programs  and  i)olicies.  The  question  is,  do  the  American  people 
w\ant  the  programs  enough  to  pay  for  them.  The  answer,  of  course,  is 
no.  If  the  price  tag  were  presented  along  with  the  product,  there  is  no 
doubt  that  the  taxpayers  would  turn  it  down.  P'urthermore,  if  dehcit 
financing  were  presented  to  the  taxpayers  in  the  form  of  a  referendum, 
it  is  clear  they  would  turn  that  down,  too. 

Thus,  I  think  if  taxpayers  had  any  direct  say  in  Federal  financing, 
they  would  refuse  to  impose  a  huge  burden  of  debt  on  themselves  and 
their  children  in  exchange  for  the  doubtful  benefits  of  Federal 
spending. 

Thank  you. 

[The  prepared  statement  of  Mr.  William  Bonner  follows  :] 

October  7, 1975. 

In  the  progress  of  things  there  is  often  a  noticeable  gap  between  common 
sense  and  the  studied  opinions  of  the  experts.  Sooner  or  later,  though,  the  gap 
must  close — either  by  a  modification  of  the  common  sense  view  by  new  facts  or 
a  rejection  of  the  "expert"  view. 

Ill  the  field  of  political  economy  such  a  gap  has  long  been  in  evidence.  On 
the  one  hand,  there  have  been  a  steady  stream  of  experts  who  have  maintained 
that  balancing  the  federal  budget  was  not  nece.ssary — and,  indeed,  not  even 
desirable.  And,  on  the  other  hand,  the  view  of  the  average  person,  and  the  com- 
mon sense  view  of  many  trained  economists,  as  well,  Avas  that  no  person  or  in- 
stitution can  continue  to  wrack  up  huge  deficits  without  some  rather  dreadful 
consequences — ^ijooner  or  later.  A  recent  column  in  the  Washington  Post  illustrated 
the  phenomenon  rather  well  when  it  remarked  that  thougli  the  man  on  the  street 
views  the  national  debt  as  perhaps  the  most  important  problem  we  face,  the 
"expert"  economists  to  whom  the  government  has  listened,  don't  consider  the 
national  debt  a  problem  at  all. 

But  the  gap  V)etween  common  sense  and  the  "experts"  is  closing  rapidly.  In 
the  last  two  years  an  overwhelming  bulk  of  evidence  has  come  to  light  which 
proves  the  "experts"  were  wrong. 

The  "experts"  promised  us  prosperity  without  inflation.  Instead  they  brought 
us  inflation  without  prosperity.  We  were  told  that  governemnt  borrowing  would 
"prime  the  pump",  create  more  jobs,  and  keep  tax  levels  manageable.  Instead, 
government  has  flooded  the  capital  market  with  its  paper  and  shorted  out  the 
pump  altogether.  It  has  misled  industry  with  false  demand  signals  thereby 
causing  malin vestments  which  have  decreased  the  number  of  productive  jobs. 
And,  in  order  to  service  its  debt,  (which  has  become  the  federal  government's 
third  largest  expenditure),  tax  levels  have  reached  insufferable  heights. 

In  short,  the  "experts"  have  made  a  very  poor  showing.  In  any  other  line  of 
work,  they  would  probably  find  themselves  out  of  a  job.  Even  the  most  charming 
magician  couldn't  expect  to  repeat  a  performance  like  that. 

None  of  this,  however,  is  really  surprising.  When  one  takes  a  careful  look  at 
the  process  by  which  deficit  spending  was  supposed  to  achieve  its  beneficial  re- 
.sults,  it's  not  difl^cult  to  see  what  went  wrong. 

As  Lord  Keynes  noted,  imbalance  Itudgets  can,  in  some  circumstances,  cause  a 
temporary  upswing  in  the  economy.  They  do  this  by  sediicing  resources,  including 
human  resoiuTes,  into  uneconomic  activities.  Money  which  would  be  saved  and 
invested  in  productive  industry  is  instead  turned  over  to  the  government  and 
handed   out  in   politically   favored   ways.    Tlie   process   of   money    going   from 
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private  citizens  to  government  and  baclc  (to  other  private  citizens)  causes  the 
upswing. 

There  is  no  reason  why  shifting  the  money  around  like  this  should  lead  to 
genuine  prosi)erity — especially  when  a  good  part  of  it  ends  up  in  the  hands  of 
bureaucrats,  defense  contractors  and  welfare  recipients — people  who  might 
otherwise  be  leading  productive  lives.  But,  the  fact  is,  that  shifting  the  money 
around,  itself,  was  the  object  of  the  policy. 

There  are  few  responsible  economic  theorists  who  maintain  that  indefinite  defi- 
cit financing  is  a  healthy  economic  situation.  Lord  Keynes  himself,  pointed  out  that 
deficit  spending  would  have  to  be  balanced  by  a  comijensating  surplus  in  suc- 
ceding  years.  (A  point  which  the  advocates  of  deficit  spending  have  chosen  to 
ignore.)  Even  the  Marxist  economists  recognize  the  harm  which  unbalanced 
budgets  can  do.  The  oflScial  Marxist  analysis  is  that  the  United  States  will  destroy 
itself  with  deficit  spending.  Conservatives  who  have  long  opposed  unbalanced 
budgets  need  not  feel  alone. 

The  advocates  of  deficit  spending  like  taking  money  from  one  person  and  giving 
it  to  another.  And  that  is  really  what  deficit  spending  does.  The  economic  benefits 
go  directly  to  the  person  on  the  receiving  end.  The  idea,  supposedly,  is  that  govern- 
ment distributes  money  with  more  justice  than  private  commerce.  Thus,  many 
advocates  of  deficit  spending  see  themselves  as  helping  the  poor,  or  meeting  press- 
ing social  needs. 

Thi.s  is  truly  a  remarkable  concept,  one  which  appears  to  ignore  much  of  the 
actual  evidence.  The  main  component  of  government  spending  does  not  go  for 
"pressing  social  needs"  or  for  the  poor.  After  a  generous  share  is  skimmed  off 
the  top  for  administering  its  programs,  government  gives  most  of  the  remainder 
back  to  the  middle  class.  Thoughtful  studies  have  borne  this  out  time  and  time 
again.  Deficit  financing  is  simply  a  means  for  government  to  surrepticiously 
shuffle  money  around.  If  government  wanted  to  be  honest  and  straightforward 
about  it,  it  would  simply  increase  the  tax  level  to  pay  for  its  programs.  After  all, 
what  heartless  citizen  would  not  willingly  pay  more  taxes  in  order  to  achieve  more 
social  justice,  aid  the  poor,  and  as  a  bonus,  create  prosperity? 

Getting  back  to  the  real  economic  effects,  as  opposed  to  the  rhetorical  advertise- 
ments, of  unbalanced  budgets,  it  should  be  pointed  out  that  not  only  do  huge 
deficits  not  bring  prosperity,  they  virtually  guarantee  economic  stagnation. 
Government  takes  money  out  of  the  capital  market  and  uses  it  for  immediate 
consumption.  As  consumption  increases  the  economy  takes  on  the  appearance 
of  vitality.  But,  the  extra  spending  has  to  come  from  somewhere.  In  this  case, 
it  comes  from  savings.  Looking  at  society  in  terms  of  the  total  economic  resources 
available  rather  than  the  total  amount  of  money  in  circulation  it  is  easy  to  see 
that  the  amount  of  resources  consumed  can  only  be  increased  if  the  amount  of 
resources  saved  is  decreased.  In  a  process  which  farmers  would  call  "eating  your 
seed  corn",  deficit  spending  permits  government  to  direct  a  greater  proportion  of 
resources  for  consumption,  leaving  less  for  capital  investment.  Witli  potentially 
disastrous  results,  private  capital  markets  are  depleted  to  finance  government's 
consumption.  This  is  why  the  United  States,  after  years  of  deficit  spending  is 
investing  only  13.6%  of  its  national  output  in  productive  capacity  as  compared  to 
20%  in  West  Germany  and  29%  in  Japan  (U.S.  Treasury  Statistics). 

In  the  world  today,  capital  is  the  most  important  ingredient  for  progress  and 
prosperity.  It  is  this  fact  which  accounts  for  the  lack  of  prosperity  in  many 
countries  around  the  world  which  have  an  abundance  of  natural  resources  and 
labor.  Historically,  governments  which  have  fostered  progress  and  prosperity  are 
those  which  have  interfered  the  least  in  the  formation  and  investment  of  capital. 
It  may  be  concluded  from  this  that  if  government  really  wants  to  promote  true 
prosperity,  it  will  refrain  from  gobbling  up  savings  in  order  to  satisfy  its 
appetite  for  cash.  Likewise,  if  the  government  wishes  to  encourage  economic 
stagnation,  it  should  continue  to  eat  up  the  seed  corn  of  American  industry. 

In  whatever  economic  system  one  chooses,  the  effects  of  financing  immediate  con- 
sumption out  of  savings  are  bound  to  be  ruinous.  Yet.  the  appeal  of  gettng  some- 
thing for  notliing,  paying  today's  bills  with  tomorrow's  prosperity  is  clearly 
irresistible.  And  that  is  why  the  National  Taxpayers  Union  is  in  favor  of  Senator 
Curtis'  proposal  to  require,  constitutionally,  a  balanced  federal  budget.  Such  a 
measure,  we  feel,  would  greatly  increase  The  stability  and  manageability  of  the 
federal  budget.  It  would  be  an  immeasurable  aid  to  financial  planners  both  public 
and  private.  It  would  help  bring  inflation  under  control.  It  would  free  a  great 
deal  of  money  for  investment  in  productive  industry,  create  jobs  and  consumer 
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products.  And.  it  would  free  legislators  from  the  pressure  which  the  beneficiaries 
of  deficit  spending  put  upon  them. 

Thank  you. 

Senator  Scott.  We  appreciate  your  comments,  Mr.  Bonner. 

Your  statement  will  be  received  and  incorporated  in  the  record. 

I  am  fearful  that  what  Senator  Bumpers  said  is  accurate.  It  may  be 
that  what  we  are  trying  to  do  will  not  come  to  pass,  but  it  is  not  through 
lack  of  effort  bv  Senator  Curtis. 

Senator  Curtis.  May  I  ask,  Mr.  Chairman,  would  you  tell  us  a  little 
bit  about  the  National  "Taxpayers  Union  ? 

Mr.  BoxxER.  The  Taxpayers  Union  has  about  20,000  members,  coast 
to  coast.  Somebody  referred  to  us  as  the  tightwad's  common  cause.  I 
think  that  pretty  well  sums  up  our  position.  We  are  a  public  interest 
lobby.  We  are  totally  independent,  nonpartisan,  and  we  try  to  act  as 
rei)resentative  of  the  average  taxpayer  as  much  as  we  can. 

Senator  Curtis.  And  you  favor  a  constitutional  amendment  to  com- 
pel a  balanced  budget  ? 

Mr.  BoxxER.  Yes ;  I  believe  my  written  statement  will  show  that. 

Senator  Curtis.  Mr.  Chairman,  pursuant  to  the  permission  granted 
earlier,  when  Chairman  Thurmond  was  presiding,  I  presented  the 
statement  of  Senator  Gold  water,  the  statement  of  Congressman  Crane, 
the  letter  of  support  from  the  Governor  of  Alabama,  Hon.  George 
C.  Wallace,  a  telegram  in  support  of  the  amendment  from  Hon.  Mills 
E.  Godwin,  Jr.,  Governor  of  the  State  of  Virginia.  I  ask,  Mr.  Chair- 
man, unanimous  consent  that  any  witnesses  not  reached  before  we 
find  the  time  that  we  must  adjourn  here,  that  their  testimony  be 
received  and  printed  as  if  delivered. 

Senator  Scott.  All  of  those  statements  will  be  received  for  the 
record,  and  of  course  the  request  of  the  Senator  is  granted. 

[The  information  referred  to  follows :] 

Statement  of  Senator  Barry  Goldwater  Before  the  Senate  Judiciary 
Subcommittee  on  Constitutional  Amendments 

halting  monetary  iniquity  by  a  balanced  budget 

Mi-.  Chairman,  it  is  a  pleasure  to  join  with  you  today  for  this  important  set 
of  hearings  regarding  consideration  of  a  Constitutional  Amendment  compelling 
the  Federal  Government  to  operate  with  a  balanced  budget.  I  am  a  sponsor 
of  this  proposal,  S.J.  Res.  55,  which  is  authored  by  my  good  friend,  Senator 
Curtis. 

Nothing  is  more  important  than  securing  the  honor  and  credit  of  America 
by  keeping  the  value  of  its  money  strong.  The  confidence  of  the  people  in  their 
currency  preserves  our  entire  system  of  private  property,  the  idea  that  when 
a  i^erson  earns  something  and  earns  it  fairly,  it  is  his  or  hers  to  keep  and 
no  one  can  arbitrarily  take  it  away. 

But  what  happens  if  public  faith  in  the  nation's  money  is  shattered  by  not 
tending  to  its  value?  Private  property  is  wrecked;  the  aged  retired  find  their 
savings  melting  away ;  the  earnings  of  workers  dwindle  in  purchasing  ix)wer 
before  they  have  time  to  spend  what  they  make ;  confidence  in  the  nation  de- 
preciates among  the  international  community  as  fast  as  its  currency  at  home 
does. 

These  are  not  scare  phra.ses.  The  current  difficulties  of  the  economy  are  as 
nothing  compared  with  the  real  experience  of  past  Americans  with  the  evils 
of  inflation  resulting  from  fiat  money.  In  this,  the  opening  of  our  bicentennial 
season.  I  suggest  we  remember  the  tribulations  of  the  patriots  who  won  independ- 
ence for  them.selves  and  their  descendants.  Let  u.s  recall  that  the  very  conditions 
that  the  proposal  before  these  hearings  is  intended  to  prevent  did  occur,  with 
a  vengeance,  throughout  the  United  States  in  the  period  of  the  American  Revolu- 
tion and  afterwards,  until  the  financial  system  of  the  government  was  placed  upon 
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an  adequate  foundation  of  taxes  equal  to  exi^enditures.  This  episode  in  our 
early  history  is  particularly  relevant  because  the  solution  turned  to  then  is 
the  same  answer  to  our  tiuancial  ills  that  is  provided  in  the  Constitutional 
Amendment  we  propose  today. 

Mr.  Chairman,  let  me  review  briefly  with  you  this  episode  from  the  early 
years  of  our  country.  Tlie  problem  which  faced  the  Second  Continental  Congress 
meeting  in  1775  was  how  to  pay  for  the  war  which  the  thirteen  independent 
colony-states  had  agreed  to  wage  "for  the  defense  of  American  liberty." 
Pledging  the  faith  of  America  to  redemption,  Congress  resorted  to  printing 
paper  money,  as  fast  and  for  as  long  as  the  people  would  bear.  The  theory  was 
that  the  State  legislatures  would  vote  specitic  taxes  which  would  bring  the 
currency,  after  a  planned  ix^riod  of  circulation,  back  to  the  government  for 
cancellation.  Congress'  resolution  to  raise  an  army  in  June  of  1775  was  there- 
fore followed  by  another  to  print  pai^er  money  in  the  amount  of  two  million 
dollars.  To  that  sum,  was  added  another  million  one  month  later. 

The  printing  presses  rolled  faster  in  the  future  as  another  three  million  dollars 
of  fiat  money  was  approved  in  November  and  some  fourteen  million  dollars  was 
circulated  in  1776.  It  is  a  remarkable  testimony  to  the  widespread  support  which 
indeiJendence  received  in  America  that  twenty  million  paper  dollars  circulated 
in  this  manner  for  some  two  years  without  any  depreciation.  We  are  told  by  Dr. 
David  Ramsay,  a  contemporary  historian  of  the  Revolution,  that  the  enthusiasm 
of  the  great  majority  of  the  citizens  for  defending  the  endangered  liberties  of 
America,  and  their  recognition  that  the  credit  of  their  pai>er  money  was  neces- 
sary to  a  proi^er  defense,  kept  this  financial  system  afloat  during  the  important, 
opening  years  of  the  contest.  But,  writes  Ramsay,  "Every  thing  human  has  its 
limits." 

The  flood  of  paiier  money  continued  until  1780,  when  two  hundred  millions 
had  been  printed.  Besides  this  immense  sum,  the  pai>er  emissions  of  the 
several  States  exceeded  another  two  hundred  million  dollars,  surpassing  the 
deluge  of  Continental  money.  The  States  not  only  failed  to  levy  taxes  sufficient 
to  redeem  these  emissions,  but  they  did  not  even  make  possible  the  paying  of 
interest  on  the  national  debt.  Nor  would  the  States  allow  Congress  to  raise 
income  of  its  own  by  collecting  customs  duties. 

The  depreciation  of  money  which  set  in  became  general  about  the  middle  of 
1777  and  progressively  increased.  By  the  end  of  1777,  the  depreciation  was 
about  two  or  three  for  one ;  in  1778  it  advanced  to  five  or  six  for  one ;  in  1779  to 
twenty  seven  or  twenty  eight  for  one ;  in  1780,  to  fifty  or  sixty  for  one.  Conti- 
nental money  continued  in  circulation  for  the  first  four  or  five  months  of  1781, 
but  in  this  latter  period,  many  would  not  take  it  on  any  basis,  and  those  who  did 
received  it  at  a  rate  of  several  hundreds  for  (me.  In  this  year.  Dr.  Ramsay  re- 
ports. Continental  money  expired  "without  a  sigh  or  a  groan." 

Only  providence  and  patriotism  saved  our  finances.  For  it  was  at  this  mo- 
ment when  a  great  deal  of  gold  and  silver  was  introduced  into  the  United  States 
by  trade  with  the  French  and  Spanish  West  Indies  and  by  the  newly-arrived 
French  army  in  Rhode  I.sland.  In  addition,  tlie  King  of  France  gave  the  United 
States  a  subsidy  of  six  millions  in  French  money  and  became  security  for  ten 
millions  more.  Eventually  the  administration  of  George  AVashington  assumed 
these  past  debts  and  redeemed  the  credit  of  America. 

The  lesson  of  the  above  history  is  that  it  can  happen  here.  As  terrible  as  is 
the  horrifying  specter  of  inflation  run  rampant  in  post  World  War  I  Germany, 
we  can  flnd  our  own  example  at  liome.  In  Washington's  words,  the  spectacle  of 
"a  great  and  accumulated  debt,  ruined  finance,  depreciated  money,  and  want  of 
credit  (which  in  their  comsequences  is  the  want  of  everything)"  had  haunted 
the  struggle  for  independence. 

Washington  complained  that  such  "momentous  concerns  .  .  .  are  but  second- 
ary considerations  and  postponed  from  day  to  day,  from  week  to  week,  as  if  our 
affairs  were  the  most  promising  aspect."  So  it  is  today,  when  inflation  caused 
by  a  fundamental  flaw  in  the  financial  policies  of  government  is  not  taken  se- 
riously enough  to  adopt  the  only  remedy  assured  of  success. 

This  remedy  was  obvious  to  the  early  administrations  of  the  Republic,  under 
Washington  and  Jefferson,  who  restoretl  public  faith  in  tlie  government's  fi- 
nances, and  it  should  l)e  obvious  to  us  today.  Their  policy  was  one  of  strict 
governmental  economy  and  definite  provision  for  the  retirement  of  the  na- 
tional debt.  Jefferson,' for  example,  did  not  only  not  exceed  his  budget  during 
his  eight  year  term  of  office,  but  he  was  able  to  actually  reduce  by  almost  a 
third  the  then  massive  debt  that  he  had  inherited  from  the  war-time  Adams 
Administration. 
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The  parallel  with  modern  society  is  all  too  evident.  With  an  overwhelming 
national  debt  of  some  three  himdred  ninety  billion  dollars,  we  are  imrsuing 
economic  policies  that  may  add  another  eighty  eight  billion  dollars  to  this  red 
ink  in  the  cnrrent  fiscal  year  alone.  Will  we  once  more  reach  a  sitnation  in 
America  where  nearly  all  the  citizenry  have  lost  faith  in  the  value  of  the 
American  dollar?  Will  the  present  day  Congress,  as  did  the  legislatures  of  the 
founding  years,  refuse  to  levy  the  taxes  necessary  for  operating  government  (m 
an  efficient  basis?  Or  will  we  heed  the  principles  of  Jefferson,  who  believed  that 
every  generation  should  be  free  from  the  oppres.sion  of  inherited  debt  and  should 
not  transmit  its  own  burdens  to  future  generations? 

Mr.  Chairman,  the  answer  to  this  challenge,  in  my  opinion,  is  in  the  Constitu- 
tional Amendment  we  are  proposing.  If  the  President  and  Congress  together  are 
required  to  have  the  Federal  Government  live  within  the  budget  they  set  for 
it,  by  raising  sufficient  revenues  to  match  outlays,  then  the  back  of  inflation 
will  be  broken.  If  the  principle  of  fiscal  soundness  which  the  Founding  Fathers 
had  come  to  realize  is  the  only  sure  means  of  financial  success  for  governments, 
as  well  as  for  individuals,  is  raised  to  a  Constitutional  doctrine,  it  will  carry  the 
nation  ahead  towards  the  goal  of  prosperity  free  of  the  weight  of  political  weak- 
ness that  has  sunk  the  economy  in  the  past.  If  individual  American  citizens  must 
be  taxed  directly  and  immediately  for  the  benefits  which  all  or  part  of  them  will 
obtain  from  governmental  programs  and  services,  instead  of  suffering  the 
hidden  and  gradual  ill  of  inflation  or  postponing  the  day  of  reckoning  to  an  un- 
born generation,  we  will  see  a  sense  of  fiscal  responsibility  among  our  elected 
officials  and  the  electorate  themselves  which  has  almost  become  forgotten  in 
America. 

It  was  not  a  light  decision  for  me  to  join  my  name  as  a  sponsor  of  a  change  in 
the  Constitution,  but  this  Amendment  is,  in  my  opinion,  a  restoration  of  one 
of  the  fundamental  principles  which  the  Framers  of  the  Constitution  assumed 
would  be  adopted  in  governing  the  affairs  of  the  United  States  as  a  matter  of 
due  course.  If  the  people  should  adopt  this  Amendment,  they  would  in  truth  be 
returning  to  one  of  the  first  principles,  left  unwritten,  but  founded  upon  the 
hard  schooling  of  the  Revolution. 

Mr.  Chairman,  my  decision  also  rests  upon  my  concern  for  what  a  continiiation 
of  national  deficits  will  mean  to  the  future  of  the  American  people  and  to  the 
future  of  their  children  and  grandchildren.  The  crisis  we  face  is  described  by 
historian  Arnold  Toynbee,  who  writes  : 

"The  enemy  now  is  an  impalpable  and  invisible  but  remorselessly  hard  fact. 
It  is  the  impossibility  of  siwnding  more  than  one  is  earning  without  going 
bankrupt." 

And  that  is  precisely  the  reason  I  see  complete  disaster  unless  we  adopt  a 
balanced  budget  as  a  Constitutional  principle. 

Testimony  of  Hon.  Philip  M.  Crane,  October  7,  1975 

Mr.  Chairman,  I  appreciate  this  opportunity  to  pre.sent  my  testimony,  and  I 
thank  the  Committee  for  its  consideration  of  my  views  on  this  most  important 
question  of  a  balanced  federal  budget. 

For  a  number  of  years  now,  I  have  been  concerned  about  the  groAA'ing  deficit 
in  the  federal  budget  and  the  impact  of  this  deficit  on  infiation  and  capital  in- 
vestment. Release  of  the  President's  budget  for  fiscal  1976,  with  its  $52  billion 
deficit,  heightened  my  apprehension  and  the  steady  escalation  of  the  estimated 
liudget  deficit  since  then  has  done  nothing  to  alleviate  my  fears  about  the  direc- 
tion in  which  our  economy  is  headed.  I  commend  my  colleague.  Senator  Curtis, 
on  his  proposed  constitutional  amendment  to  mandate  a  balanced  federal  budget, 
and  I  have  introduced  identical  legislation  in  the  House  of  Representatives, 
H.J.  Res.  5. 

A  balanced  federal  budget  is  more  than  a  politically  pleasing  proposal.  It 
would  guarantee  that  the  federal  government  live  within  its  means,  freeing  the 
available  capital  for  investment  purposes,  limiting  the  galloping  interest  rate, 
increasing  domestic  productivity  and  stimulating  growth  and  thus  jobs  in  the 
economy.  When  the  federal  government's  expenditures  exceed  its  income,  it  must 
borrow.  As  the  available  capital  is  depleted,  the  interest  rates  will  increase, 
which  affects  all  American  citizens. 

Taxes  will  also  increa.se,  as  the  available  capital  becomes  more  difficult  to  ob- 
tain, and  the  government  seeks  alternative  means  for  funding  the  deficit.  Finally, 
the  £rovGrnment  can.  and  will,  nrint  more  bank  notes  to  cover  its  debts.  This 
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action,  of  course,  decreases  the  purchasing  power  and  the  value  of  the  dollars 
already  held  by  the  American  taxpayer. 

The  net  effect  of  these  actions  is  to  decrease  the  amount  of  capital  available 
in  the  private  sector  for  investment  purposes ;  decrease  incentive,  which  is  so 
necessary  to  sustain  productivity  levels ;  and  spark  a  new  round  of  recession- 
inflation. 

Ultimately,  any  discussion  of  a  balanced  federal  budget  must  lead  to  a  basic 
question:  wliat  specific  programs  are  to  be  cut  or  reduced?  Or,  in  other  words, 
how  can  the  federal  government  "afford"  a  balanced  budget? 

In  order  that  the  potential  viability  of  a  balanced  federal  budget  might  be 
demonstrated,  I  have  proposed  a  tentative  plan  which  would  produce  a  balanced 
federal  budget  for  fiscal  1976.  I  welcome  this  opportunity  to  briefly  sketch  this 
plan  today. 

In  proposing  these  budget  reductions.  I  have  touched  all  fourteen  functional 
areas  of  the  federal  government,  with  the  nature  and  the  size  of  the  cuts  l)eing 
determined  by  six  basic  premises. 

1.  Any  program  vital  to  national  security  will  not  be  cut.  This  restriction  does 
not.  however,  exclude  the  Defense  Department  from  its  share  of  reductions. 

2.  Businesses,  agricultural  interests  and  individuals  should  rely  on  their  own 
initiative,  not  that  of  the  federal  government. 

3.  Excessive  goveriunent  regulation  has  adversely  affected  our  free  enterprise 
system  with  no  substantial  gain  for  the  government  or  the  taxpayer. 

4.  Programs  which  have  not  been  successful  should  be  ended,  and  those  which 
can  be  delayed  .should  be  po.stponed. 

5.  Special  interest  group  programs  and  benefits  must  be  ended  or  reduced,  in 
the  double  interest  of  equity  and  budget  restrictions. 

6.  All  other  program  reductions  should  be  as  uniform  as  possible.  Therefore, 
programs  not  affected  above  .should  be  rolled  back  to  the  fisc-al  1974  levels.  This 
would  have  the  secondary  effect  of  encouraging  greater  administrative  efficiency 
and  the  elimination  of  waste  and  duplicati(m. 

The  national  defen.se  budget  can  be  reduced  a  total  of  $5.7.")  billion,  primarily 
in  the  areas  of  personnel.  As  53  percent  of  our  defense  dollars  now  are  directed 
to  the  supporting  costs  of  defense  personnel,  a  reduction  of  this  size  will  not 
compromise  the  deterrent  capability  upon  which  our  national  security  rests. 

In  the  budget  for  foreign  policy,  a  reduction  of  $4.9C3  billion  can  be  sustained. 
The  bulk  of  these  reductions  would  be  borne  by  the  foreign  aid  appropriati<ms, 
which  would  necessarily  be  limited  to  tho.se  areas  in  which  our  dollars  will 
promote  the  national  interests  of  the  United  States. 

The  space  and  technology  funding  can  afford  a  .$190  million  reduction,  pri- 
marily by  reducing  current  expenditures  to  the  fiscal  1974  levels,  and  by  eliminat- 
ing the  waste  and  duplication  currently  demonstrated  by  space  research  and 
development. 

The  budget  for  natural  resources,  environment  and  energy  presents  a  unique 
difficulty :  the  national  necessity  to  conserve  both  our  environment  and  our 
energy  resources.  Consequently,  this  funding  can  be  reduced  by  just  $3.07 
billion,  chiefly  by  limiting  the  budget  to  the  fiscal  1974  level,  and  by  eliminating 
some  promotional  line  items  which  benefit  small  groups  and  organizations  at 
general  expense. 

The  level  of  funding  for  agricultural  programs  has,  in  fact,  decrea.sed 
sharply  since  fiscal  1969.  The  figures  show  that  aggregate  farm  income  has, 
with  the  exception  of  last  year,  increased  dramatically  since  1969.  All  evidence 
would  point  to  the  wisdom  of  continuing  the  reduction  in  agricultural  spending, 
especially  in  the  area  of  agricultural  price  supi)orts  and  automatic  disaster 
payments.  This  budget  can  afford  a  reduction  of  ,$.S12  million. 

The  expenditures  for  education,  manpower  and  social  services  can  sustain 
a  substantial  reduction  of  .$4.05  billion.  The  spending  limitations  would  fall 
primarily  in  the  area  of  grants  and  loans  for  higher  education,  which  now  con- 
stitute an  expen.sive  and  inijustified  federal  exjienditure.  Other  educational 
programs  must  be  limited  to  the  fiscal  1974  levels.  Social  services  programs, 
including  manpower  training,  must  also  be  limited  to  the  fiscal  1974  levels.  The 
decrease  in  funding  can  be  borne  chiefly  in  the  area  of  administrative  co.sts. 

Tlie  community  development  budget  can  absorb  a  decrease  of  $4.62  billion. 
Proposed  areas  for  elimination  in  this  budget  include  special  interest  group 
expenditures,  such  as  aid  for  Appalachia.  and  unsucce.ssful  programs  in  the 
area  of  "community  development,"  such  as  the  Alodel  Cities  program.  The 
remainder  of  the  budget  can  be  reduced   to  the  fiscal   1974  level. 
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The  funding  level  for  commerce  and  transportation  can  be  reduced  signifi- 
cantly by  $8.29  billion.  Tlie  primary  areas  for  reduction  are  in  the  elimination 
of  subsidies  to  transportation  industries  and  in  the  elimination  of  the  Inter- 
state Commerce  Commission  and  the  Federal  Trade  Commission,  which  have 
both  outlived  their  usefulness  to  our  over-regulated  economy. 

Some  reductions  can  be  absorbed  by  the  health  budget  for  a  total  savings  of 
$723  million,  less  than  3  percent  of  our  current  health  budget.  After  eliminating 
the  Occupational  Safety  and  Health  Act  of  1970,  the  remainder  of  the  reduc- 
tion would  be  .secured  by  returning  to  fiscal  1974  levels  in  existing  programs. 

The  public  assistance — income  security  funding  level  can  be  reduced  very 
substantially  by  $10.62  billion.  The  chief  vehicle  for  this  savings  is  massive, 
sweeping  reform  in  our  nation's  entitlement  programs.  Such  reform  would 
decrease  the  total  expenditure  for  public  as.sistance  and,  at  the  same  time, 
crease  the  benefits  available  for  the  truly  needy. 

The  expenditures  for  veterans'  benefits  can  be  modestly  reduced  by  $260 
million,  primarily  by  limiting  the  increases  in  benefits  to  5  percent  and  by 
curtailing  the  construction  of  new  facilities  for  the  pre.sent  time.  Administrative 
costs  at  the  Veterans'  Administration  can  also  absorb  some  reduction. 

Spending  for  law  enforcement  and  justice  can  be  reduced  by  $1.15  billion, 
chiefiy  by  eliminating  two  programs  which  have  eroded  local  responsibility 
con.siderably :  the  Law  Enforcement  Assistance  Administration  and  the  Legal 
Services  Corporation.  Also.  increa.sed  eflieiency  would  permit  the  further  reduc- 
tion, primarily  in  administrative  costs,  of  the  various  law  enforcement  agencies 
of  the  federal  government. 

General  government  expenditures,  especially  in  the  areas  of  public  financing 
for  campaigns  and  expenditures  for  administrative  costs  of  the  three  branches 
of  government,  can  be  reduced  by  $801  million. 

Finally,  the  "budget  allowances"  section  of  the  President's  proposed  budget 
can  be  reduced  by  $7.55  billion,  which  would  force  the  government  to  be  more 
judicious  with  the  expenditure  of  the  money  already  allocated  for  the  year's 
budget. 

I  will  note  at  this  point  that  the  budget  reductions  I  have  proposed  would 
result  in  a  budget  surplus  of  over  $900  million  for  fiscal  1976,  if  revenues 
remain  at  the  .same  level. 

I  trust  that  this  outline  has  demonstrated  the  viability  of  a  balanced  federal 
budget,  and  I  ufge  my  colleagues  in  the  Senate  to  endorse  Senator  Curtis' 
pi'oposed  constitutional  amendment. 

Without  a  balanced  federal  budget,  and  the  fiscal  restraint  it  entails,  America 
i.s  doomed  to  continuing  inflation,  high  unemployment,  high  interest  rates,  more 
business  failures,  increasing  unemployment,  and,  possibly,  a  depression.  At 
some  point,  we  must  pay  for  our  previous  extravagances.  Every  year  that  we 
delay  means  that  the  final  price  will  be  dearer  and  more  tragic  for  millions 
of  Americans. 

If  adopted,  this  proposal  to  mandate  a  balanced  federal  budget  will  turn  this 
trend  around,  and  return  us  to  the  road  toward  fiscal  responsibility. 

State  of  Alabama, 

Governor's   Office, 
Montgomery,  Ala.,  October  1, 1915. 
Hon.  Carl  T.  Curtis, 
House  of  Represcntath^es, 
W(i.^hinfftoti,  D.C. 

Dear  Mr.  Curtis  :  Please  know  that  I  appreciate  your  letter  and  your  invita- 
tion to  respond  to  your  proposal  for  a  Constitutional  Amendment  that  would 
reciuire  the  P>deral  Government  to  operate  under  a  balanced  budget.  Certainly 
I  commend  you  for  your  effort  in  this  regard  as  this  is  a  worthwhile  goal  to 
accomplish. 

As  Governor  of  a  .state  which  requires,  under  our  Constitution,  that  we  operate 
under  a  balanced  budget  I  can  attest  to  the  advantages  of  such  a  provision. 
In  Alabama's  situation,  no  bonds  may  be  issued  which  pledge  the  full  faith  and 
credit  of  the  state  without  a  vote  of  the  people,  with  the  exception  of  Revenue 
Bonds,  whicli  are  tied  directly  to  a  particular  source  of  revenue.  Operating  luider 
a  balanced  budget,  in  my  opinion,  would  help  eliminate  wasteful  spending  at  any 
level. 

I  do  not  need  to  tell  you  or  your  colleagues  that  Federal  .spending  has  gotten 
out  of  control.  Nor  do  I  need  to  tell  you  of  the  necessity  to  end  deficit  financing. 


200 

I  feel  that  unless  we  accomplish  both  these  ends  we  will  not  see  an  end  to  the 
spiraling  inflation  that  has  broken  the  backs  of  the  middle  America  taxpayers 
who  work  for  a  living  and  hold  this  Country  together. 

The  average  taxpayer  has  been  saying  for  years  that  if  we  continue  to  spend 
more  money  than  we  are  taking  in,  we  are  going  broke.  These  taxpayers  are  even 
more  perturbed  when  they  realize  how  much  of  their  money  is  being  wasted  on 
programs  that  do  not  accomplish  their  goals  or  benefit  those  for  which  the  pro- 
grams were  intended.  The  people  are  tired  of  paying  for  this  waste  while  sinking 
deeper  and  deeiier  in  debt. 

I  know  that  any  such  amendment  to  the  Constitution  would  need  to  contain  the 
safeguard  that  would  allow  our  Government  to  operate  under  hardship  condi- 
tions, national  emergencies  or  time  of  war.  However,  I  feel  that  steps  must  be 
taken  now  to  return  sanity  to  Federal  spending  and  bring  the  budget  under 
control. 

With  kindest  regards,  I  am 
Sincerely  yours, 

George  C.  Wallace, 

Governor. 
[Telegram] 

Richmond,  Va.,  October  6, 1915. 
Hon.  Carl  T.  Curtis, 
U.S.  Senate, 
Capitol  Hill,  B.C. 

Because  of  my  inability  to  appear  in  person  before  the  Judiciary  Subcommittee 
tomorrow,  I  take  this  means  to  express  my  strong  support  of  the  principle  under- 
lying S.J.  Res.  55  and  S.J.  Res.  93  for  constituti(mal  amendments.  Without  firm 
restraints  on  Federal  expenditures,  the  Nation's  solvency  will  Ite  further  jeopard- 
ized and  the  welfare  of  every  citizen  endangered.  Either  your  proposal  or  that  of 
Senator  Talmadge  offers  the  means  to  achieve  a  balanced  budget,  a  goal  long 
overdue  and  no  longer  deferrable. 

Mills  E.  Godwin,  Jr.. 

Governor  of  Virginia. 

Statement  of  Hon.  Jack  Kemp,  Representative  To  Congress  From  the  38tii 
District  of  New  York,  October  7,  1975 

Mr.  Chairman  and  members  of  the  subcommittee,  this  subcommittee  is  to  be 
commended  for  holding  these  important  hearings  on  proposed  Amendments  to 
the  Constitution  which  would  require  balanced  Federal  budgets. 

These  hearings  will  help  both  Members  and  the  people  in  whose  trust  we 
exercise  our  responsibilities  to  understand  more  fully  the  consequences  of  deficit 
public  spending  over  a  sustained  i)eriod  of  time. 

Proposals  to  amend  the  Constitution  are  to  be  thoughtfully  weighed.  That  in 
the  past  186  years,  only  twenty-six  Amendments  have  been  both  passed  by  the 
Congress  and"  ratified  by  three-fourths  of  the  State  legislatures  is  proof  of  the 
gravity  with  wiiich  these  proposals  are  considered.  The  Constitution  should  be 
amended  only  when  there  is  need  to  remedy  a  flaw  in  the  institutional  mechanics 
of  how^  the  Nation  is  governed.  In  my  opinion,  the  proposed  Amendments  under 
consideration  here  today  qualify  for  such  consideration. 

I  believe  they  qualify  for  at  least  three  reasons. 

First,  Federal  expenditures  exceeding  Federal  revenue  year  after  year — and 
even  in  prosperous,  "boom"  years — indicates  the  inability  of  the  majority  within 
the  Congress,  the  branch  of  government  charged  with  the  Constitutional  responsi- 
bilities for  both  raising  revenue  and  appropriating  funds  for  programs,  to  exer- 
cise sufl^cient,  voluntary  self-restraint.  When  voluntary  restraint  has  been  in- 
adequate, mandatory  restraint  in  the  form  of  a  Constitutional  Amendment  is  an 
appropriate  remedy. 

Second,  the  substantial  growth  in  Federal  deficits — deficits  in  3<S  of  the  past 
45  fiscal  years  and  an  increase  in  total  Federal  indebtedness  of  ,$207  billion  since 
I960 — has  had  an  adverse  impact  upon  our  economy,  weakening  it  through  the 
inflation  fostered  by  the  too  rapid  expansion  of  money  supply  which  accompanies 
monetizing  the  deficit  and  through  the  shifting  of  crucially  needed  investment 
capital  away  from  the  private  sector  and  into  the  Federal  treasury,  both  of  wiiich 
were  principal  causes  of  the  cirrrent  recession. 

Third,  the  substantial  growth  of  government  expenditures  in  relation  to  the 
total  income  of  the  people  has  been  at  the  expense  of  the  people  and  the  private 
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sector  not  only  in  economic  terms  but  also  in  terms  of  their  liberty,  for  as  an 
ever-increasing  share  of  private  earnings  are  taken  from  the  people  to  pay  the 
bills  of  government,  the  exercise  of  freedom  is  endangered  through  a  narrowing 
of  alternative  choices  for  economic  conduct. 

It  is  for  these  reasons — and  I  will  return  to  them  in  a  moment — that  I  have 
been  active  in  the  House  on  these  issues.  I  have  introduced  joint  resolutions 
and  bills  to  accomplish  objectives  reflected  through  S.J.  Res.  55,  the  joint  reso- 
lution introduced  by  Senators  Curtis,  Hruska,  Fannin,  Goldwater,  Laxalt,  Mc- 
Clure,  Scott  of  Virginia,  Thurmond,  and  Garn,  and  S.J.  Res.  93,  the  similar  joint 
resolution  introduced  by  Senators  Talmadge,  Helms,  Xunn.  and  Thurmond.  I  am 
informed  by  the  Congressional  Research  Service  that  approximately  100  Members 
of  the  House  have  .sponsored  measures  to  require  a  balanced  budget  either  in 
propo.sed  statutory  or  Constitutional  Amendment  form. 

In  the  93d  Congress,  I  introduced  H.J.  Res.  816,  a  joint  resolution  proposing 
a  Constitutional  Amendment  to  provide  a  limit,  established  in  relation  to  national 
income,  on  both  Federal  revenue  and  expenditures,  a  consequence  of  which  would 
have  been  mandatory  balanced  Federal  budgets  except  in  times  of  Congression- 
ally  declared  national  emergencies.  Later  in  the  93d  Cong^ress,  I  introduced  a 
series  of  bills,  culminating  in  H.R.  17032.  to  reestablish  the  fiscal  integrity  of  the 
Government  and  its  monetary  policy  through  the  establishment  of  controls  with 
respect  to  its  revenues  and  budget  outlays,  the  issuance  of  money,  and  the 
preparation  of  the  budget.  These  measures  to  enact  the  Fiscal  Integrity  Act 
were  cosponsored  by  over  40  Members  of  the  House.  The  proposed  Act  has  been 
reintroduced,  with  amendments,  in  the  94th  Congress,  most  recently  as  H.R. 
8582,  and  those  measures  have  nearly  60  House  cosponsors. 

The  purpose  of  these  measures,  as  is  the  purpose  of  the  Senate  joint  resolu- 
tions, is  to  bring  spending  more  in  line  with  revenue,  and,  inasmuch  as  Congress 
will  be  much  more  reluctant  to  tinunce  expenditures  from  tax  and  other  revenue 
than  it  has  been  from  deficits,  to  slow  the  growth  of  government  in  relation  to 
the  total  economy. 

Let  me  return,  therefore,  to  the  three  reasons  why  I  believe  the  balanced 
budget  and  revenue/expenditure  limitation  approach  has  to  soon  be  the  law  of 
the  land,  either  through  statute  or  Constitutional  Amendment. 

THE    LACK    OF    ADEQUATE     CONGRESSIONAL    RESTRAINT 

The  Congress  has  tried  for  nearly  200  years  to  control  overall,  total  Federal 
spending  by  controlling  the  overall  level  of  appropriations  as  each  individual 
approi^riations  bill  came  to  the  floor.  These  efforts — commendable  though  they 
may  l»e  and  successful  though  some  may  have  been — simply  have  not  worked. 
The  figures  are  proof  of  this  failure. 

The  Federal  budget  for  fiscal  year  1976  is  projected  now  at  $367  billion,  some 
$83  billion  over  the  budget  year  before  last.  In  1940,  by  contrast,  our  Federal 
budget  was  .$10  billion. 

It  took  this  country  185  years  to  get  to  an  annual  Federal  spending  level  of 
$100  billion,  but  it  took  only  9  more  years  to  double  that  to  the  $200  billion 
level,  and  then  only  4  more  years  to  reach  the  $300  billion  annual  level. 

The  mushrooming  national  i-ublic  del)t  has  reache<l  $500  billion — half  a 
trillion.  It  took  us  over  150  years  after  1789  to  reach  the  $200  billion  debt 
mark,  then  less  than  20  years  to  double  it  to  $400  billion,  and  then  only  10 
more  years  to  add  another  $100  billion.  But  the  rl.se  in  the  debt  quickens,  not 
decelerates.  The  deficit  for  fiscal  year  1976  alone  is  now  projected  oflScially  at 
about  $69  billion  ;  many  believe  that  is  a  very  con.servative  projection. 

Tlie  average  amount  of  taxes  the  Federal  Govennnent  will  have  to  collect 
from  every  man.  woman,  and  child  in  the  Nation  to  meet  expenses  this  year  is 
$1,750— or  $7,000  for  the  average  family  of  four.  In  1940  it  was  $77  per  person — 
or  $308  for  that  family  of  four.  Of  course,  because  deficit  financing  is  a  principal 
source  of  financing  Federal  programs  today,  the  Federal  Government  will 
actually  collect  in  taxe'^  an  average  of  about  $1,415  for  every  man.  woman,  and 
child  in  the  Nation — or  $5,660  for  the  family  of  four.  The  remainder  will  be 
taken  from  them,  of  course,  in  decreased  purchasing  power — inflation  arising 
from  monetizing  the  deficit. 

Look  at  Hie  bureaucracy  which  this  siiending  sustains.  Between  1789  and  1974, 
the  population  of  our  country  multiplied  by  60  times.  The  bureaucracy  multiplied 
by  8,170  times.  Between  laSO  and  1974.  while  the  population  grew"  71  percent, 
the  bureaucracy  grew  by  462  percent.  In  1930,  1  of  every  204  people  was  employed 
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by  the  Federal  Government ;  today,  it  is  1  of  every  77.  And,  in  our  work  force 
of  about  85  million,  1  of  every  6.5  employees  is  on  a  Government  payroll  of  one 
form  or  another — Federal,  State,  or  local. 

Look  at  the  controls  over  our  lives — and  our  economy — which  this  funding 
and  this  bureaucracy  sustain.  The  United  States  Code  Annotated,  the  basic 
compilation  of  Congressionally  enacted  statutes,  now  totals  more  than  55,000 
pages.  The  Code  of  Federal  Regulations — consisting  of  the  regulations  which 
carry  those  statutes  into  effect  and  which  also  have  the  full  force  of  law — totals 
hundreds  of  thousands  of  pages.  The  Internal  Revenue  Code  of  1954 — the  tax 
laws  under  which  we  all  live — is  now  nearly  1,900  pages  long,  and  the  regulations 
which  carry  those  tax  laws  into  effect  constitute  another  4,500  pages.  In  addi- 
tion, one  is  governed  by  the  rulings  and  regulations  of  a  myriad  of  Federal 
agencies,  bureaus,  departments,  commissions,  administrations,  offices,  and  boards, 
as  well  as  the  rulings  of  our  vast  court  network.  We  have  come  a  long  way  since 
Moses  brought  the  Ten  Commandments — only  ten  rules  to  govern  our  lives — 
down  from  the  Mount. 

The  effect  on  the  people's  freedom — by  narrowing  substantially  the  range 
of  alternative  choices  of  action  available  to  the  people — ought  to  be  obvious. 

Does  one  Iiave  economic  freedom  when  one  gives  up  over  40  i>ercent  of 
earnings  to  government? 

Does  one  have  economic  freedom  when  one  involuntarily  surrenders  purchasing 
power  because  of  Government-created  inflation? 

Does  one  have  economic  freedom  when  one  cannot  plan  his  or  her  own 
future — for  education,  for  business,  for  children,  for  retirement — because  Gov- 
ernment's policies  are  so  unpredictable  and  so  corrosive  of  his  or  her  livelihood? 

Does  one  liave  economic  freedom  when  one  cannot  obtain  a  loan — for  a  small 
personal  need  or  a  massive  corporate  capital  investment  need — because  Govern- 
ment has  drained  the  Nation's  capital  money  markets  and  in  so  doing  created 
record-high  rates  of  interest? 

Does  one  have  economic  freedom  when  one  cannot  buy  a  product  or  pay  a 
freely  negotiated  price  for  it  because  of  shortages  created  by  Government  controls 
and  because  of  those  controls? 

Does  one  have  economic  freedom  when  one  cannot  find  a  job  because  of 
what  Government  action  has  done  to  this  economy? 

All  of  these  questions  relate  to  the  growth  of  government  in  relation  to  the 
economy  and  to  the  people.  The  growth  of  government  has  been  at  their  expense. 

Government  si^ending — and  the  raising  of  revenue  requisite  to  that  si>ending — 
has  a  limit  beyond  which  it  invites  either  the  collapse  of  the  economic  strength 
of  a  nation  or  the  loss  of  economic  and  ixilitical  freedom,  or  both. 

Government  must  realize  that  it  cannot  indefinitely  continue  to  take  a  larger 
percent  of  national  income  without  destroying  the  people's  ability  to  support 
themselves  and  their  families,  their  incentive  to  work,  and  even  their  patriotism. 

The  figures  which  I  liave  just  recited  attest  to  the  failure  of  the  Congress  to 
hold  the  line  on  spending,  or,  in  the  alternative,  to  have  the  political  fortitude 
to  raise  sufficient  revenue  through  taxes  to  match  that  .^pending.  I,  for  one.  prefer 
to  hold  the  line  on  spending,  because  I  believe  the  level  of  spending  is  too  high. 
The  Budget  Reform  Act  does  not  set  forth  requirements  sufficient  to  meet  this 
challenge  either,  for  its  ceilings  are  neither  mandatory  nor  prospective. 

In  my  opinion,  the  reason  these  efforts  to  control  spending  have  not  worked 
is  that  the  temptations  to  spend  are  numerous  and  there  is  no  constraint  on  the 
amount  to  be  spent. 

We  have  for  too  long  tried  to  control  the  size  of  Government,  in  relation  to 
the  total  economy,  by  controlling  .spending.  We  should  have  been  trj'ing  to 
control  that  size  by  controlling  the  level  of  revenue. 

This  was  and  is  the  wrong  way  to  go  about  it.  because  it  is  generally  easier 
to  control  a  problem  at  its  source.  The  source,  liere,  is  the  level  of  revenue 
raised  by  the  Government  from  whicli  programs  are  then  funded.  As  long  as 
the  Government  can  cover  over-spending  its  tax  revenues  by  borrowing  or 
printing  new  money,  it  will  over-spend. 

When  an  institution  knows  that  it  will  have  a  known  amount  of  dollars  with 
which  to  work,  it  typically  devises  a  means  of  spending  those  dollars.  The  prob- 
lem is  that  with  no  spending  limitation,  Congress  overspends  revenue — so  govern- 
ment can  capture  a  greater  percent  of  gross  national  product  than  the  tax 
code  i>ermits.  Parkinson's  Law,  thus,  holds  that  spending  rises  to  meet  income. 

I  have  hypothesized  a  corollary  to  Parkinscm's  Law  which  I  first  expres.sed  in 
November  1973  and  which,  I  believe,  more  accurately  describes  the  tendencies 
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of  the  Congress :  Present  spending  rises  to  exceed  present  income  in  expectation 
that  future  increases  in  income  will  cover  that  spending. 

When  an  institution  operates  from  those  premises — and  the  Congress  has 
operated  from  them  for  years — it  means  an  ever-increasing  deficit.  As  a  result, 
dollars  are  taken  from  citizens  through  other  means  than  the  tax  system. 

The  FLscal  Integrity  Act  addresses  itself  to  this  problem  by  establishing  for 
each  fiscal  year  a  revenue  and  budget  outlays  limit  for  the  Federal  Government. 
No  appropriation  could  be  made  in  excess  of  the  revenue  and  budget  outlays 
limit  for  a  fiscal  year,  except  in  cases  of  national  emergencies  declared  by  two- 
thirds  of  the  Members  present  and  voting  in  both  Houses. 

How  would  the  limit  work? 

The  revenue  and  budget  outlays  limit  for  each  fiscal  year  .shall  be  the  amount 
derived  by  multiplying  the  estimated  aggregate  national  income  for  such  fiscal 
year  by  a  "Federal  revenue  factor."  Thus,  from  the  first  year  of  the  oi>eration 
of  this  provision,  a  ceiling  in  relation  to  national  income  is  established  on  Gov- 
ernment revenue  and  spending.  As  the  economy  grows,  new  dollars  would  be 
available  for  existing  or  new  jjrograms,  but  a  greater  percentage  of  the  people's 
income  would  not  be  available. 

One  should  note  that  a  cut  in  outlays  is  accompanied  by  a  cut  in  revenue — 
and  vice  versa — so  that  cutting  revenue  will  not  result  in  creating  more  of  a 
deficit — as  is  now  the  danger — and  cutting  outlays  should  result  in  a  cut  in 
taxes,  although  a  surplus  would  be  automatically  applied  to  the  Federal  debt 
with  no  carry-over  to  a  succeeding  fiscal  year  of  any  surplus  permitted. 

As  to  safeguards  to  protect  the  integrity  of  the  Act,  the  resolution  to  suspend 
the  limitation  in  time  of  national  emergency  would  not  only  have  to  be  passed  by 
a  two-thirds  vote,  but  the  suspension  would  apply  only  to  the  extent  of  meeting 
expenditures  occasioned  by  the  specific  emergency  and  would  apply  only  with 
respect  to  the  fiscal  year  in  which  passed.  If  the  susi)ension  is  to  be  continued 
beyond  that  fiscal  year,  the  Congress  must  pass  a  new  resolution  allowing  it. 
A  vague,  general,  "times  are  tough"  emergency  re.solution  would  not  be  allowable. 

It  should  also  be  made  clear  that  the  power  of  the  House  Committee  on  Ways 
and  Means  and  the  Senate  Committee  on  Finance  with  respect  to  tax  reform  is 
not  impaired  by  this  bill.  Within  the  overall  revenue  limitation,  those  committees 
can  carry  out  any  degree  of  tax  reform — increase  certain  taxes,  reducing  others — 
eliminating  old  taxes,  imposing  new  ones — deemed  necessary.  Of  course,  the 
revenue  limitation  applies  not  only  to  taxes,  but  also  to  excises,  imposts,  and 
duties,  and  the  power  of  the  Committees  with  respect  to  those  would  remain 
within  this  new  framework.  Tlie  only  limitation  upon  the  Committees  is  that 
the  total  revenue  collection  not  exceed  that  percentage  established  in  relation 
to  aggregate  national  income  for  that  period. 

Expenditures  would  include  all  costs  to  the  Federal  Government,  including 
off-budget  items,  transfer  payments,  etc. 

I  believe  the  revenue/expenditure  limitation  approach  to  be  preferable  to 
.simply  requiring  a  balanced  budget,  because  if  the  Congress  decided  to  match 
greatly  increased  expenditures  with  greatly  increased  revenue,  that  would  still 
be  permis.sible  in  the  ca.se  of  only  requiring  a  balanced  budget,  even  if  the  per- 
centage of  Federal  revenue  borne  to  national  income  rose  to  40,  50.  or  60-percent. 

I  believe  the  Constitutional  Amendment  approach,  as  embodied  in  S.J.  Res.  55 
and  S.J.  Res.  93,  is  preferable,  however,  to  the  statutory  approach  of  the  Fiscal 
Integrity  Act,  for  the  statutory  mandate  would  be  overcome  simply  by  the 
enactment  of  a  subsequent,  contradictory-  statute.  We  must  realize,  however,  the 
formidable  ta.sk  before  us  in  getting  the  necessary  ratification  of  three-fourths 
of  our  State  legislatures.  The  problems  we  would  encounter  would  be  exactly 
the  same  as  those  encountered  in  California  during  the  debate  on  Proposition  I 
in  1973.  The  propo.sed  State  Constitutional  Amendment  to  set  a  revenue/expendi- 
ture limit  for  the  State  government  was  defeated,  in  very  large  measure,  by 
opposition  from  county,  municipal,  and  other  units  of  local  government.  They 
argued,  effectively  enough  to  persuade  the  voters,  that  since  no  limit  on  the 
growth  of  government  and  its  services  had  been  .set,  that  future  growth  would 
not  only  still  occur  as  to  overall  government  but  that  it  would  be  at  the  expense 
of  the  local  units  of  government.  In  other  words,  because  State  revenue/expendi- 
tures could  not  grow,  local  governments'  revenues/expenditures  would  mushroom. 
This  was  quickly  called  the  "pass  down"  thesis,  and  it  was  an  effective  argu- 
ment. 

In  the  case  of  a  Federal  Constitutional  Amendment,  the  same  arguments 
would  be  raised,  the  only  change  being  the  levels  of  government  involved,  i.e.. 
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since  the  Federal  Government  could  not  grow  in  relation  to  tlie  economy  and 
since  tlie  "national  attitude"  would  remain  supportive  of  growth  in  govern- 
ment services,  the  future  growth  of  government  would  be  "passed  down"  to  the 
State  and  local  levels. 

That  alone  is  not  to  be  deplored,  for  there  are  many  of  us  who  still  believe 
government  is  best  when  it  is  closest  to  the  people ;  thus,  a  growth  in  State  gov- 
ernment is  better  than  a  growth  in  the  Federal  Government,  and  a  growth  in  local 
government  is  better  than  a  growth  in  State  government.  Nonetheless,  our  ulti- 
mate objective  is  a  holding  down  of  the  size  of  government  in  relation  to  the  total 
economy.  This  can  be  done  only  when  the  rate  of  all  government  growth  is  slowed, 
then  trimmed.  PerhaiJs  the  way  to  remedy  this  is  to  give  the  State  and  local 
governments  a  guarantee  against  the  "pass  down"  by  setting  forth  a  proiwsed 
Constitutional  Amendment  to  limit  the  growth  of  all  government  in  relation  to 
aggregate  national  income.  It  would  certainly  be  an  effective  way  to  put  into  one 
camp  or  the  other  those  with  divergent  points  of  view  as  to  the  role  of  government 
In  relation  to  the  individual.  We  would  see  quiclcly  whether  some  of  those  who 
advocate  individual  freedom  yet  support  more  and  more  government  program- 
ming of  our  lives  would  resolve  in  favor  of  individual  freedom. 

Tlie  text  of  the  Fiscal  Integrity  Art  is  appended  to  my  testimony,  and  I  believe 
it  should  be  incorporated  in  the  published  hearings  at  this  point  in  the 
proceedings. 

THE     EFFECTS     OF     DEFICITS 

Deficits  have  been  the  genesis  of  most  of  our  economic  troubles.  Inflation,  short- 
age of  capital,  recession,  unemployment,  declining  productivity,  and  sliortages  of 
goods  have  the  same  basic  genesis — deficit  public  spending. 

Inflation  and  the  crowding  out  of  capital  markets  are  the  two  immediate  con- 
sequences of  deficit  public  si^ending. 

If  a  government's  expenditures  are  in  excess  of  its  revenues  from  taxation,  it 
lias  a  deficit  in  its  budget.  The  deficit  must  then  be  financed  by  borrowing.  Tlie 
(iovernment  has  two  sources  from  whicli  it  can  borrow.  It  can  borrow  from  the 
private  sector  of  the  economy  and  it  can  borrow  from  the  Federal  Reserve  System. 

When  the  Government  finances  its  deficits  l>y  borrowing  from  the  Federal 
Reserve,  the  U.S.  Treasury  prints  bonds  wliicli  it  sells  to  the  Fe<leral  Reserve. 
The  Federal  Reserve  pays  for  the  bonds  by  creating  new  money.  Tliis  transaction 
increa.ses  the  supply  of  uKjney  relative  to  the  su])ply  of  goods.  Total  expenditures 
increase  relative  to  the  supply  of  goods,  thus  forcing  the  average  of  all  prices 
to  rise.  This  in  inflation,  and  inflation,  the  ero.sion  of  consumer  confidence  oc- 
casioned by  it,  and  attempts  to  control  it  through  devices  other  than  reducing 
tlie  deficits,  such  as  wage,  price  and  profit  controls,  bring  forth  shortages,  then 
unemployment.  Recession  is  a  consequence  almost  unavoidable. 

When  the  Government  finances  its  deficits,  on  the  other  hand,  by  borrowing 
from  the  private  sector,  the  U.S.  Treasury  prints  bonds  which  are  sold  to  com- 
mercial banlvs,  private  individuals,  and  Inisiness  firms.  In  this  case  no  new  money 
is  created.  However,  private  investments  decrease  by  the  amount  the  Govern- 
inent's  exi>enditures  increase,  leaving  total  expenditures  unchanged  but  shifting 
decisionmaking  and  resources  fi-om  the  private  to  the  public  sector.  In  order  to 
buy  the  Government's  bonds,  the  private  sector  must  reduce  either  its  current 
consumption  or  its  current  investment.  Private  individuals  might  decide  to  c-on- 
sume  less  and  buy  more  Government  bonds,  or  to  buy  Government  bonds  instead 
of  corporate  bonds,  stocks,  and  savings  certificates.  Ranks  which  buy  the  bonds 
are  left  with  less  to  lend  to  private  industry.  A  shortage  of  the  investment  capital 
required  to  a.ssure  both  job  opportunities  and  higher  productivity  in  the  private 
sector  results.  Industry  does  not  then  have  sufficient  capital  for  replacement  of 
outmoded  equipment,  an  expansion  of  total  equipment,  or  renovation  or  eximnsion 
of  the  physical  plant.  Jobs  are  jeopardized  on  a  broad  basis — in  the  industries 
supi)lying  the  equipment,  in  the  construction  industry,  in  the  industrial  plants 
themselves,  in  the  industries  to  which  gowls  now  not  produced  would  have  been 
supplied.  Again,  recession  is  a  consequence  almost  unavoidable. 

We  must  al.so  keep  in  mind  that  the  extent  to  which  prirate  capital  is  tran.s- 
ferred  out  of  investment  and  into  consumption  is  understated  by  the  dollar  size 
of  the  Government's  deficit,  liecause  the  borrowings  of  the  off-budget  agencies 
iire  not  even  included.  Furtliennore.  in  addition  to  the  private  capital  formation 
which  is  pre-empte<:l  by  Government  borrowing,  an  enormous  amount  of  private 
capital  has  been  destroyed  by  the  Government's  inflationary  policy.  Profits  have 
been  overstated — and.  thus,  overtaxed.  The  decline  in  the  market  value  of  the 
stocks  listed  on  the  New  York  Stock  Exchange  is  directly  related  to  the  un- 
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certainty  caused  by  inflation.  The  decline  in  the  stoelv  uiarl^et  has  prevented  firms 
from  raising  rapital  through  new  stoclc  issues.  Thus,  the  negative  impict  of  the 
Government's  deficit  on  private  capital  formation  is  greater  than  the  size  of  the 
deficit  might  suggest. 

Against  this  hacl^ground  of  economic  realities.  I  cannot  see  how  anyone  can 
persist  in  the  argument  that  public  deficits  create  jobs.  Yet,  if  there  is  any  one 
common  denominator  of  what  the  majority  within  the  Congress  has  sought  to  do 
in  recent  months  to  help  the  economy  recover  from  the  recesvsion,  it  has  been  the 
premise  that  deficits  create  jobs. 

If  deficits  create  jobs,  then  why  is  our  country  in  the  economic  condition  in 
which  it  now  finds  itself?  From  1969  to  1974,  the  Federal  debt  went  up  from  $382 
billion  to  $504  billion,  a  $122  billion  and  a  32-percent  increase.  What  happened  in 
the  jobs  market?  Did  employment  rise  either  connnensurately  or  at  all? 

The  fact  is  that  it  was  unemployment — not  employment — which  rose  with  the 
deficits.  It  rose  from  3.4-i>ercent  in  1969  to  an  average  5.;i-i)ercent  in  1974.  It  now 
stands  at  8-plus  i)ercent. 

For  further  discussions  on  this  point.  I  call  the  Committee's  attention  to  the 
Remarks  of  Senator  Proxmire  on  August  22,  1974,  at  pages  S15778-S1  of  the  Con- 
gressional Record  (daily  ed.),  entitled  "Reducing  Swollen  Federal  Si>ending  Will 
Not  Increase  I'nemployment,"  and  to  I'ublic  Employment  Programs,  by  Alan 
Fechter,  a  senior  economist  with  The  Urban  Institute,  published  by  The  Ameri- 
can Enteri>rise  Institute  for  Public  Policy  Research.  May  1975. 

Mr.  Chairman,  there  are  many  technical  (piestions  to  be  answered  by  this  Sub- 
committee and  by  the  adherents  to  the  balanced  budget  and  revenue/expenditure 
limitation  approaches,  but  these  hearings  are  the  imivortant  first  step  to  liringing 
heightened  national  attention  to  the  proposed  solutions  to  deficit  financing  and 
government  growth,  and,  again,  I  commend  the  Subcommittee  for  having  taken 
that  step. 
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94th  congress 
IsT  Session 


H.  R.  4175 


IN  THE  HOUSE  OF  EEPRESENTATIVES 

March  4, 1975 

Mr.  Kemp  introduced  the  following  bill;  which  was  referred  to  the  Committee 

on  Rules 


A  BILL 

To  reestablish  the  fiscal  integrity  of  the  Government  of  the  United 
States,  through  the  establishment  of  controls  with  respect 
to  the  levels  of  its  revenues  and  budget  outlays,  and  the 
preparation  of  the  budget,  and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  lives  of  the  United  States  of  America  in  Congress  assembled, 

3  That  this  Act  may  be  cited  as  the  "Fiscal  Integrity  Act". 

4  FINDINGS 

5  ■  Sec.  2,  (a)  The  Congress  hereby  determmes  that — 

6  (1)   it  is  the  joint  and  several  responsibility  of  the 

7  leo-islative  and  executive  branches  of  the  Government  of 

8  the  United  States  to  reestabHsh  the  fiscal  integrity  of  the 

9  Government  through  the  establishment  of  requirements 
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1  that  budget  outlays  not  exceed  revenue,  that  the  Issuance 

2  of  additional  money  not  contribute  to  inflation,  and  that 

3  each  such  branch  have  adequate  capability  to  prepare 

4  the  budget  of  the  Government  in  a  manner  to  insure  the' 

5  reestablishment  and  maintenance  of  such  fiscal  integrity ; 

6  (2)  the  Government  has  been,  and  is  now,  making 

7  budget  outlays  for  nontrust  budget  items  m  excess  of 

8  revenues  received  from  all  nontrust  sources ; 

•9  (3)  such  existing  fiscal  policy  has  resulted  in  sub- 

.10  stantial  borrowing  by  the  Government  from  both  public 

11  and  private  sources,  an  increase  in  the  public  debt  of  the 

12  Government  and  the  interest  payments  required  to  carry 

13  such  debt,  and  an  increase  in  the  issuance  of  additional 
1-4  money ; 

15  •   (4)   such  deficit  spending  has  contributed  to  infla- 

16  tion  in  the  economy  and  an  attendant  lessening  of  the 

17  value  of  the  dollar  m  terms  of  its  ability  to  purchase 

18  goods  and  services  in  both  domestic  and  foreign  markets ; 
^^  (5)  allowmg  the  continuation  of  policies  and  activi- 

20  ties  which  lessen  the  fiscal  integrity  of  the  Government 

21  is  detrimental  to  the  general  welfare  of  the  people  and 

22  ought,  therefore,  to  be  ended. 
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1  TITLE  I— REVENUE  AND  BUDGET' OUTLAYS 

2  CONTROL 

3  Sec.  101.  Section  3(a)    of  the  Congressional  Budget 

4  and  Impoundment  Control  Act  of  1974  is  amended  by  in- 

5  serting  the  following  immediately  after  paragraph  (5)  : 

6  "  (6)    The  term  'Federal  revenue  and  budget  outlay 

7  limit'  means  an  amount  derived  by  the  Congressional  Budget 

8  Office  according  to  the  following  formulas : 

9  "(A)    for  the  first  fiscal  year  to  which  such  limit 

10  applies — 

11  Lx=.99975(^^); 

12  "(B)    for   each    of   the    twenty    succeeding   fiscal 


Lv=. 999975 


/Rx-JxV 


13  years — 

14 

and 

1  fi 

"(C)    for  each  fiscal  year  thereafter — 

where — 

19 

"  'Lx'  represents  the  Federal  revenue  and  budget 

20 

outlay  limit  for  fiscal  j^ear  'x' ; 

21 

"  'Rx-i'  represents   the  estimated  aggregate  reve- 

22 

nue  of  the  Government  for  the  fiscal  year  preceding  fis- 

23 

cal  year  'x' ; 
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1  "*Ix'  represents  the  estimated  aggregate  national 

2  income  for  fiscal  year  'x' ; 

3  "  'Ix-i'   represents   the   aggregate  income   for   the 

4  fiscal  year  preceding  fiscal  year  'x' ;  and 

5  "  'Y'   represents    the    number   of   the   fiscal   year, 

6  counting  the  fiscal  year  to  which  the  Federal  revenue 

7  and  budget  outlay  is  first  applied  as  zero.". 

8  Sec.  102.  Section  301  of  the  Congressional  Budget  Act 

9  of  1974  is  amended — 

10  (1)    by  inserting  ",  which,  except  as  provided  in 

11  section  403  (b) ,  shall  not  exceed  the  Federal  revenue 

12  and  budget  outlay  limit"  after  "new  budget  authority" 

13  in  paragraph  ( 1 )  ; 

14  (2)    by  inserting  ",  which,  except  as  provided  in 

15  section  403  (b) ,  shall  not  exceed  the  Federal  revenue 

16  and  budget  outlay  limit,"  after  "level  of  Federal  reve- 

17  nues"  in  paragraph  (4)  ; 

18  (3)  by  inserting  after  "appropriate  committees"  in 

19  paragraph   (5)   the  following:  ",  but  no  such  proposed 

20  increase  shall  be  for  the  purpose  or  have  the  effect  of 

21  causing  revenues  or  outlays  to  exceed  the  Federal  reve- 

22  nues   or   outlays   to   exceed   the   Federal   revenue   and 

23  budget  outlay  limit  unless  such  limit  has  been  suspended 

24  pursuant  to  section  403  (b)  " ;  and 

25  (4)   by  redesignating  subsections    (d)  (3)    through 

61-823  O  -  76  -  15 
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1  (d)  (8)  as  (d)  (4)  through  (d)  (9),  respectively,  and 

2  inserting  immediately  after  paragraph  (2)  the  following : 

3  "  (3)  a  comparison  of  estimated  total  revenues  and 

4  total  outlays,  as  set  forth  in  the  budget  submitted  by  the 

5  President  and  as  set  forth  in  such  concurrent  resolution, 

6  with  the  Federal  revenue  and  budget  outlay  limit,  and 

7  the  relation  of  the  estimates  of  total  new  budget  author- 

8  ity  to  the  difference  between  such  estimates  of  revenues 

9  and  outlays,  and  such  revenue  and  outlay  limit;". 

10  Sec.    103.   Section   303(c)(1)    of   the   Congressional 

11  Budget  Act  is  amended  by  inserting  ",  but  which  does  not 

12  have  the  effect  of  increasing  revenues  or  outlays  above  the 

13  Federal  revenue  and  budget  outlay  limit,"  after  "subsection 
^■^  (a)  applies". 

1^  Sec.  104.  Section  304  of  the  Congressional  Budget  Act  is 

1^  amended  by  inserting  after  "most  recently  agreed  to"  the 

^^  following:  "revenues  or  outlays  above  the  Federal  revenue 

^^  and  budget  outlay  limit  unless  such  Imiit  has  been  suspended 

^^  pursuant  to  section  403  (b)  ". 

20  Sec.  105.  (a)  Section  305(a)  (3)  of  the  Congressiqnal 

21  Budget  Act  is  amended  by  inserting  after  "Rules  of  the 

22  House  of  Eepresentatives"  the  following :  "but  no  apiendment 

23  shall  be  in  order  which  has  the  effect  of  causing  the  total  rev- 
2"*  enues  or  outlays  proposed  in  such  concurrent  resolution  to 

H.R.4175 2 
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1  exceed  the  Federal  revenue  and  budget  outlay  limit  unless 

2  such  limit  has  been  suspended  pursuant  to  section  403  (b)  ", 

3  (b)    Section  305(b)  (2)    of  such  Act  is  amended  by 

4  inserting  after  "shall  be  received"  the  following:  ",  nor  shall 

5  any  amendment  be  received  which  has  the  effect  of  causing 

6  the  total  revenues  or  outlays  proposed  in  such  concurrent 

7  resolution  to  exceed  the  Federal  income  and  budget  outlay 

8  limit  unless  such  limit  has  been  suspended  pursuant  to  sec- 

9  tion  403  (b)  ". 

10  (c)    Section  305  (c)  (4)    of  such  Act  is  amended  by 

11  inserting  after  "shall  be  received"  the  following:  ",  nor  shall 

12  any  amendment  be  received  which  has  the  effect  of  causing 

13  the  total  revenues  or  outlays  proposed  in  such  concurrent 

14  resolution  to  exceed  the  Federal  income  and  budget  outlay 

15  limit  unless  such  limit  has  been  suspended  pursuant  to  sec- 

16  tion  403(b)". 

17  Sec.  106.  Section  307  of  the  Congressional  Budget  Act 

18  is  amended — 

19  (1)    by  striking  out  "budget  outlays  and"  and  in- 

20  sorting  in  lieu  thereof  "budget  outlays,  with" ;  and 

21  (2)  by  striking  out  the  period  at  the  end  of  such 

22  section  and  inserting  in  lieu  thereof  ",   and  with  the 

23  Federal  revenue  and  budget  outlay  limit  for  that  year.". 

24  Sec.    107.    Section   308(a)  (1)    of   the   Congressional 

25  Budget  Act  is  amended — 
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2  (1)   by  striking  out  "and"  at  the  'end  of  subpara- 

2  grapb  (B)  ;and 

3  (2)     by    inserting    after    subparagraph     (C)     the 

4  following: 

5  "(D)  the  impact  of  such  new  budget  authority, 
"q  and  budget   outlays   resulting  therefrom,   on   total 

7  budget  authority  and  outlays  with  rfesp^ct  to  the 

8  Federal  revenue  and  budget  outlay  limit;  and". 

9  (b)  Section  308  (a)  (2)  of  such  Act  is  amended — 

10  (1)   %  striking  out  "and"  at  the  end  of  subpara- 

11  gr^pli  (A)  ; 

12  (2)   by  striking  out  the  period  at  the  end  of  sub- 

13  paragraph    (B)    and  inserting  in  lieu' thereof  ";  and"; 

14  and 

15  (3)    by   inserting   after    subparagraph    {B)     the 

16  following: 

17  "(C)    a    projection   for   the    five    fiscal    years 

18  beginning  with  such  fiscal  year  of  the  impact  of 

19  such  tax  expenditures  on  the  Federal  revenue  and 

20  outlay  limit  for  each  fiscal  year  in  such  period."'.' 

21  (c)    Section  308(b)  (2)    of  such  Act  is  amended  by 

22  inserting  after  "both  Houses"  the  following :  ",  and  the  im- 

23  pact  of  all  such  bills  and  resolutions  on  total  revenues  and 

24  total  budget  authority  with  respect  to  the  Federal  revenue 

25  and  budget  outlay  limit". 
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jL  (d)   Section  308  (c)  of  such  Act  is  amended — 

2  ( 1 )   ^^y  striking  out  "and"  at  the  end  of  paragraph 

3  (2); 

4  (2)   by  redesignating  paragraph  (3)  as  paragraph 

5  (4)  ; and 

g  (3)    by  inserting  the  following  immediately  after 

7  paragraph  (2)  : 

8  "(3)    the  concomitant  predicted  Federal  revenue 

9  and  budget  outlay  limits  for  each  fiscal  year  in  such 
j^O           period;  and". 

11  Sec.  108.  Section  310(a)   of  the  Congressional  Budget 

12  Act  is  amended  by  striking  out  the  period  at  the  end  of  such 

13  subsection  and  inserting  in  lieu  thereof  the  following:  ",  but 

14  no  such  concurrent  resolution  may  be  reported  at  any  time 

15  which  increases  total  revenues  or  budget  outlay  above  the 

16  Federal  revenue  and  budget  outlay  limit  unless  such  limit 

17  has  been  suspended  pursuant  to  section  403(b).". 

18  Sec.  109.  Title  IV  of  the  Congressional  Budget  Act  is 

19  amended — 

20  ( 1 )   by  redesignating  sections  403  and  404  as  404 

21  and  406,  respectively ;  and 

22  (2)   by  inserting  inmiediately  after  section  402  the 

23  following : 
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1  "fedeeal  rea'entte  and  bitdget  outlay  limit 

2  "Sec.  403.   (a)   Except  as  provided  in  subsection   (b) 

3  of  this  section,  Congress  shall  make  no  appropriation  for 

4  any  fiscal  year  in  excess  of  the  Federal  revenue  and  budget 

5  outlay  limit  for  such  fiscal  year.  If  during  any  fiscal  yeai  the 

6  revenue  of  the  Government  exceeds  that  limit,  and  is  not  off- 

7  set  by  emergency  appropriations  approved  pursuant  to  sub- 

8  section   (b) ,  such  excess  revenue  shall  be  used  for  the  pay- 

9  ment  of  the  public  debt  of  the  Government. 

10  ''(b)  In  the  event  of  a  substantial  emergency  requiring 

11  the  immediate  acquisition  or  appropriation  of  funds  in  excess 

12  of  the  Federal  revenue  and  budget  outlay  lunit  for  that  fiscal 

13  year,  the  Congress  may,  by  concurrent  resolution  approved 
^^    by  vote  of  two-thirds  of  the  Members  present  in  each  House, 

declare  a  fiscal  emergency  and  suspend  the  provisions  of  sub- 
section  (a) ,  but  such  emergency  and  suspension  shall  apply 
only  during  the  fiscal  year  in  which  such  concurrent  resolu- 

-JQ 

tion  was  passed." ;  and 

(3)   by  inserting  after  the  section  redesignated  as 

20 

404  (by  paragraph  (1)   of  this  section)  the  following: 

"fiscal  disclosure 

22' 

"Sec.  405.   (a)  A  bill  or  joint  resolution  of  a  public  or 

23 

private  character  which  has  been  introduced  in  either  House 
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1  of  Congress  or  received  by  it  from  the  other  House  shall  be 

2  printed  only  when  there  appears  at  the  bottom  of  the  first 

3  page  thereof  a  fiscal  note.  Such  fiscal  note  shall  state  the 

4  amounts  estimated  to  be  the  direct  and  indirect  costs  likely 

5  to  be  incurred  or  the  direct  and  indirect  savings  likely  to  be 

6  achieved  in  carrying  out  the  provisions  of  such  bill  or  joint 

7  resolution  in  the  fiscal  year  in  which  it  is  introduced  or 

8  received  and  in  each  of  the  five  fiscal  years  following  such 

9  fiscal  year,  or  for  the  authorized  duration  of  any  program 

10  authorized  by  such  bill  or  joint  resolution  if  less  than  five 

11  years,  except  that  in  the  case  of  measures  affecting  revenue, 

12  the  fiscal  note  shall  state  only  the  estimate  of  the  change 

13  in  revenues  for  a  one-year  period. 

14  "(b)    A  copy  of  each  bill  or  joint  resolution  required 

15  by  subsection   (a)    to  have  printed  on  its  first  page  a  fiscal 

16  note  shall,  upon  introduction  or  receipt,  be  transmitted  im- 

17  mediately  to  the  instrumentality  of  Government  which  will 

18  carry  out  the  provisions  of  such  bill  or  joint  resolution. 

19  "(c)    Not  later  than  seventy-two  hours  following  the 

20  receipt  of  any  bill  or  joint  resolution  transmitted  under  sub- 

21  section    (b)    of  this   subsection,   such  instrumentality   shall 

22  transmit  the  text  of  the  fiscal  note  for  that  bill  or  joint  reso- 

23  lution  to  the  Public  Printer  for  printing  by  him. 

24  "(d)    If   a   Member   of   Congress   notifies   the   instru- 

25  mentality  of  government  which  will  carry  out  the  provisions 
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1  of  the  bill  or  joint  resolution  required  under  subsection    (a) 

2  to  be  printed  with  a  fiscal  note,  and  submits  a  copy  of  the 

3  bill  or  joint  resolution  to  such  instrumentality,  such  instru- 

4  mentality  shall  provide  such  Member  with  the  text  of  the 

5  fiscal  note  for  that  bill  or  joint  resolution.  Such  fiscal  note 

6  shall  be  placed  at  the  bottom  of  the  first  page  at  the  time  of 

7  introduction.  A  copy  of  any  bill  or  joint  resolution  intro- 

8  duced  with  a  fiscal  note  in  accordance  with  this  subsection 

9  shall  be  transmitted  to  the  Public  Printer  for  printing,  and 

10  the  provisions  of  subsections    (a)    and    (b)    of  this  section 

11  shall  not  apply  to  any  bill  or  joint  resolution  so  introduced. 

12  "(e)   A  bill  or  joint  resolution  ordered  reported  by  a 

13  committee  of  either  House  which  authorizes  a  budget  out- 
14:  lay  shall  be  printed  only  when  there  appears  at  the  bottom 

15  of  the  first  page  thereof  a  fiscal  note  consistent  with  the 

16  requirements  of,  and  prepared  in  a  manner  consistent  with, 

17  subsections    (a)    through    (d)    of  this  subsection.". 

18  Sec.    109.   The  amendments  made  by   this  title  shall 

19  apply  with  respect  to  the  first  fiscal  year  beginning  more 

20  than  one  hundred  and  eighty  days  after  the  date  of  enact- 

21  ment  of  this  Act. 
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Senator  Scott.  Thank  you,  Mv.  Bonner. 

Xow,  is  there  someone  else  in  the  audience  that  is  scheduled  to  testi- 
fy today  ? 

I  understand  that  my  colleague  from  Viro-iuia,  Senator  Byrd.  is 
on  his  way.  So,  we  will  just  temporarily  stand  in  recess  to  await  the 
arrival  of  Senator  I^yrd. 

[A  brief  recess  was  taken.] 

Senator  Scott.  The  committee  will  resume  its  session. 

Senator  Nunn,  it  is  good  to  have  you  here  with  us. 

What  we  are  trying  to  do  is  to  have  the  various  witnesses  submit 
their  statements  for  the  record  because  the  full  committee  has  just 
gone  into  session  and  I  have  got  to  be  at  the  full  committee  session. 

It  is  good  to  have  you,  and  I  assume  you  are  suppoi'ting  your  col- 
league's bill,  fi'om  Georgia. 

STATEMENT  OF  HON.  SAM  NUNN,  A  U.S.  SENATOR  FROM  THE 
STATE  OF  GEORGIA 

Senator  Nunx.  I  support  it  1,000  percent.  I  am  a  cosponsor  of  it 
and  I  have  been  for  the  last  '2  years.  I  know  Senator  Curtis  is  very 
interested  in  the  subject  and  I  believe  Senator  Curtis  has  a  similar 
bill. 

Senator  Curtis.  They  are  very  similar.  Both  would  provide  in  the 
Constitution  a  mandate  for  a  balanced  budget.  The  Senate  Joint  Res- 
olvition  55,  as  revised,  goes  one  step  further,  and  has  a  self -enforcing 
surtax  to  be  applied  if  they  do  not  balance.  But  our  objectives  are  the 
same. 

Senator  Nunx.  I  agree  with  it  1,000  percent. 

JNIr.  Chairman,  I  will  be  glad  to  submit  my  statement  for  the  record. 
I  do  not  think  there  is  any  single  thing  any  committee  of  Congress 
could  do  that  would  equal  the  importance  of  this  particular  matter. 
So,  I  would  hope  very  much  that  we  get  to  vote  on  a  measure  of  this 
nature  on  the  floor. 

I  believe  the  American  people  have  been  well  ahead  of  Congress  for 
some  time  in  asking  for  this  kind  of  approach.  ]My  own  State  of 
Georgia  has  this  approach.  When  forced  to  reduce  revenue  estimates, 
as  was  the  case  this  year,  the  general  assembly  held  an  emergency 
session  and  they  cut  programs.  That  is  exactly  what  I  think  we  ought 
to  be  compelled  to  clo.  Look  at  histoi-y.  ITuless  we  are  compelled  to 
come  to  grips  with  this  issue  by  the  Constitution,  it  is  not  likely  to  be 
done. 

[The  prepared  statement  of  Senator  Sam  Xunn  follows:] 

Testimony   by   U.S.    Senator    Sam    Nunn   Before  the   .Judiciary   Committee 
Subcommittee  on  Constitutional  Amendments,  October  7,  197.5 

I  am  pleased  to  testify  today  in  support  of  S.J.  Res.  93,  a  propo.'^al  to  amend 
tlie  Constitution  to  require  a  balanced  federal  budget. 

In  my  opinion,  the  impetus  for  this  legislation  is  growing  as  tlie  pulvlie  becomes 
more  aware  of  what  federal  spending  has  been  doing  to  the  nation's  economy. 
Most  i>eople  do  not  know  many  details  about  how  Congress  spends  money,  but 
they  do  understand  huge  numbers  in  red  ink. 

The  sorry  tale  of  federal  budgeting  over  the  post-World  War  II  period  has 
been  told  and  retold.  Incredible  as  it  may  seem,  the  federal  budget  has  been 
balanced  only  once  in  the  last  16  years.  Tlie  U.S.  Government  had  a  record  high 
deficit  of  over  $40  billion  in  fiscal  year  1975.  During  the  six  year  period  of  fiscal 
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year  1970-75,  the  accumulated  deficits  were  about  $110  billion.  But  the  largest 
peacetime  deficit  in  the  nation's  history  is  the  fiscal  year  1976  deficit  of  about 
$70  billion. 

In  tlie  face  of  this  President  Ford  is  projecting  a  combined  deficit  of  between 
$80  billion  and  $100  billion  over  the  next  two  years.  Federal  spending  now 
rises  more  in  one  year  than  total  spending  in  1941,  the  last  pre-World  War  II 
year.  Increased  deficits  mean  the  federal  government  must  borrow  even  mon? 
funds  from  the  private  capital  market  to  support  its  activities.  In  1975  the 
federal  government  is  estimated  to  borrow  almost  60  i>ercent  available  capital, 
thus  driving  up  interest  rates  and  drying  up  needed  investment  capital  for  Amer- 
ican agriculture  and  business. 

When  Congress  passed  the  Congressional  Budget  and  Impoundment  Act  of 
1974,  we  took  the  first  step  in  restoring  a  sense  of  fiscal  responsibility  to  the 
Congress.  We  now  have  for  the  first  time  the  machinery  to  formulate  and  im- 
plement a  rational  and  economically  sound  federal  budget.  The  passage  of  this 
Constitutional  Amendment  is  the  next  essential  step  if  we  are  to  demonstrate 
to  the  American  people  that  we  are  serious  about  exercising  fiscal  restraint  in 
federal  budgeting.  The  American  people  are  aware  that  federal  spending  is  one  of 
the  major  causes  of  inflation  and  they're  beginning  to  ask  their  Representatives 
in  Congress  to  do  something  about  it. 

S.J.  Res.  93  seeks  to  remove  the  trauma  of  runaway  inflation  from  our  economy 
by  mandating  a  balanced  budget.  It  is  a  very  simple  amendment.  It  requires  the 
same  common  sense  approach  to  federal  budgeting  as  Americans  practice  at  home  : 
simply  stated,  income  must  equal  expenses. 

I  would  like  to  see  the  federal  government  follow  the  examples  of  our  states, 
many  of  whom  operate  under  state  constitutions  which  require  a  l)alanced  budget. 
My  own  state  of  Georgia  is  one  example.  Recently,  when  it  became  clear  that 
anticipated  tax  revenues  would  not  be  sufficient  to  meet  the  state's  fiscal  year  1976 
budget,  the  Governor  trailed  a  special  session  of  the  legislature  to  determine  what 
steps  could  be  taken.  The  state  elected  to  exercise  strict  budget  controls  and  main- 
tain fiscal  responsibility.  Certain  programs  were  cut  and  many  pay  raises  were 
postponed.  I  would  like  to  see  the  federal  government  also  follow  this  principle 
of  fiscal  responsibility.  Attempts  to  balance  the  budget  in  recent  years  have  been 
miserable  failui'es. 

In  bad  times  the  deficit  and  inflation  are  both  high,  but  in  good  times  they 
never  come  down  far  enough  to  offset  the  economic  policy  of  the  bad  times.  It  has 
been  all  too  easy  for  the  federal  government  to  go  to  the  printing  presses  to  gen- 
erate the  money  to  finance  someone's  latest  "something  for  nothing"  scheme.  The 
something  is  usually  another  bureaucratic  and  administrative  nightmare,  giving 
money  and  benefits  to  many  whose  need  is  questionable.  The  nothing  is  the  reve- 
nue we  use  to  pay  for  these  programs.  In  our  financially  sophisticated  economy, 
the  government  has  learned  that  it  can  do  more  than  just  print  money,  it  can 
print  notes  and  bonds  as  well. 

The  willingness  to  accept  deficits  has  l)een  the  single  most  important  factor  in 
the  ever-increasing  spending  Ity  the  federal  government,  where  it  is  politically 
expedient  to  increase  spending  without  paying  for  the  programs. 

What  the  Congress  needs  is  a  rule,  a  very  simple,  clear  and  binding  rule  that 
puts  a  stop  to  that.  As  a  member  of  the  Budget  Committee,  I  have  participated  in 
the  diflicult  sessions  where  we  attempt  to  determine  the  appropriate  levels  of 
sjiending  and  revenue.  What  is  needed  is  a  firm  standard  and  guide. 

It  is  important  to  point  out  that  this  amendment  will  take  some  time  to  become 
the  law  of  the  land.  As  it  moves  toward  ratification.  I  hope  that  the  Congress 
will  gradually  move  towards  the  type  of  fiscal  responsibility  it  requires.  As  the 
proposed  amendment  states,  in  those  extremely  rare  cases  of  military  or  economic 
emergency,  an  explicit  statement  by  the  Congress  is  required  before  any  deficit 
can  be  allowed. 

S..T.  Res.  93  gives  the  American  people  a  clear  opportunity  to  express  through 
both  their  national  and  state  leaders  their  support  for  fiscal  resptmsibility  at  the 
federal  level.  It  enables  the  people  to  express  themselves  in  the  strongest  terms 
possible,  as  an  amendment  to  the  Constitution,  that  they  want  to  bar  further 
federal  budget  deficits. 

Senator  Curtis,  We  certainly  appreciate  your  support. 

Thank  you  very  much  for  comino. 

Senator  Scott.  Thank  you  very  much. 

We  will  hear  from  our  colleague  from  Virginia,  Senator  Byrcl. 
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I  might  say  that  since  the  full  coniinittee  is  in  full  session,  what  we 
have  asked  the  witnesses  to  do  is  to  submit  their  statements  for  the 
record,  but  perhaps  make  a  brief  sunnnary. 

[The  prepared  statement  of  Senator  Byrd  follows :] 

Statement  by  Senator  Byrd  Before  the   Subcommittee  on   Constitutional 
Amendments  of  the  Senate  Committee  on  the  Judiciary,  October  7,  1975 

Mr.  Chairman,  it  is  a  privilege  to  be  accorded  this  opportunity  to  discuss  the 
issues  involved  in  Senate  Joint  Resolution  55,  which  would  require  a  balanced 
federal  budget. 

I  am  in  strong  agreement  with  the  objectives  of  this  proposal. 

No  need  is  more  urgent  in  government  today  than  a  restoration  of  fiscal 
responsibility.  In  no  small  measure,  the  economic  problems  which  today  plague 
our  nation  can  be  traced  to  the  consequences  of  many  years  of  the  ascendancy 
of  the  deficit  financing  philosophy. 

The  federal  government  has  not  had  a  blanced  budget  since  Dwight  D. 
Eisenhower  was  president,  15  years  ago.  And  certainly  there  is  nothing  on 
the  horizon  to  indicate  a  change  in  the  trend  which  has  provided  for  so  many 
years — even-larger  deficits,  mounting  debt,  heavy  government  borrowing,  accel- 
erated inflation  and  all  the  evils  that  are  associated  with  these  problems. 

As  I  see  it.  what  is  needed  more  than  anything  else  in  the  field  of  government 
finance  is  discipline. 

More  than  anything  else,  it  is  a  lack  of  discipline — a  tendency  always  to  take 
the  easy  course,  to  vote  more  money  for  more  programs  and  never  mind  the 
cost — which  has  undermined  the  soundness  of  the  government's  finances,  and 
indeed  threatens  disastrous  results  for  the  economy  it.self. 

Senate  Joint  Resolution  55,  and  similar  proposals  to  establish  the  mechanics 
for  balancing  the  federal  budget,  have  the  great  merit  of  providing  the  discipline 
needed  to  achieve  fiscal  responsibility. 

With  an  iron  requirement  for  fiscal  sanity — subject  only  to  a  suspension  for 
national  emergency — the  President  and  the  Congress  would  be  forced  to  work 
together  to  straighten  out  the  fiscal  mess  generated  by  years  of  recklessness. 

Instead  of  trying  to  outspend  one  another,  members  of  the  Congress  and  officials 
of  the  Administration  would  be  forced  to  make  hard  choices  on  priorities  within 
a  framework  of  responsible  fiscal  policy. 

This  is  the  kind  of  debate  which  we  should  have;  and  it  will  not  take  place 
unless  and  until  we  instill  discipline. 

I  recognize  that  discipline  was  one  of  the  objectives  of  the  Congressional 
Budget  Act  of  1974.  I  supported  that  legislation,  because  I  think  that  it  represents 
an  improvement  in  the  way  in  which  Congress  handles  budgetary  requests ;  it 
provides  a  degree  of  coordination  not  present  before. 

But  the  Congressional  Budget  Act  does  not  really  require  fiscal  discipline. 
On  the  contrary,  it  provides  that  the  Congress  shall  by  resolution  establish  an 
"appropriate"  deficit.  All  of  us  know  that  what  Congress  may  regard  as  an 
"appropriate"  deficit  can  be  a  real  blockbuster;  for  the  currrent  year,  the 
proposal  at  present  is  $70  billion,  and  I  believe  that  figure  will  rise  before  we 
are  through. 

Yes,  the  Congress  has  set  the  deficit — at  a  figure  which  is  the  highest  in 
history.  So  fiscal  discipline  there  is  not. 

When  the  Congressional  Budget  Act  was  being  debated  in  the  Senate,  I  pro- 
posed an  amendment  to  require  a  balanced  budget,  but  it  was  not  approved.  In 
the  absence  of  such  a  provision.  I  think  the  Budget  Act  is  merely  a  coordinating 
tool,  and  in  no  sense  an  in.strument  of  discipline. 

To  demonstrate  the  need  for  discipline,  I  think  we  only  need  consider  what 
has  happened  in  its  absence. 

At  the  end  of  the  current  year,  it  is  estimated  that  the  national  debt  will 
exceed  $600  billion. 

Startling  as  that  is,  I  think  it  is  even  more  important  to  note  that  of  that 
total  of  $000  billion,  more  than  one-third  of  it  will  have  been  accumulated  during 
the  short  span  of  six  years — from  1971  through  1976. 

Obviously,  the  trend  has  been  toward  bigger  and  bigger  deficits.  We  have  now 
surpassed  the  deficits  incurred  during  the  peak  years  of  World  War  II — and 
we  are  at  i)eace. 
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At  the  present  rate  of  increase  in  tlie  debt,  it  will  reacli  one  trillion  dollars  in 
less  than  six  years. 

The  interest  on  the  debt — just  the  interest — consumes  23  cents  of  every  indi- 
vidual and  corporate  income  tax  dollar  paid  into  the  United  States  Treasury. 

One  adverse  effect  of  our  enormous  deficit  is  that  it  puts  the  government  into 
the  money  market  so  massively  as  to  reduce  seriously  the  funds  available  to 
help  business  and  utilities  with  job-creating  expansions,  and  to  finance 
new  housing. 

The  Secretary  of  the  Treasury  has  stated  that  during  the  current  fiscal 
year,  the  federal  government  will  consume  two-thirds  of  all  lendable  funds.  In 
fact,  the  federal  government  will  borrow  more  than  the  federal  government, 
state,  and  local  governments  and  corporate  entities  combined  have  ever  borrowed 
in  any  previous  year. 

Obviously  this  makes  capital  scarce  for  the  private  sector.  It  will  drive  interest 
rates  upward  ;  indeed,  the  process  already  has  started. 

An  so,  ironically,  the  recovery  which  the  deficit-spending  policy  is  supposed 
to  promote  is  bound  to  be  impeded,  to  a  significant  degree,  by  the  massive 
government  borrowing  made  necessary  by  the  deficit  itself. 

Over  the  long  haul,  a  policy  of  deficits  in  good  times  and  bad  sustains  and 
accelerates  inflation.  Inflation  is  like  the  tide ;  it  ebbs  and  it  flows.  But  on  each 
cycle,  it  rises  above  the  previous  high-water  mark.  So  I  think  we  can  expect  a 
new  round  of  inflation  surpassing  even  the  high  level  of  the  last  round. 

And  irresponsible  fiscal  policy  on  the  part  of  the  government  encourages 
inflation  in  a  more  subtle  way  :  it  sets  an  example  which  tends  to  be  followed  by 
business  in  setting  prices  and  by  labor  in  seeking  wage  increases.  Continual 
deficit  spending,  in  other  words,  creates  an  inflationary  climate. 

Until  the  government  sets  an  example  of  responsibility — an  example  of 
discipline — I  do  not  believe  that  we  are  going  to  concpier  the  long-term  infla- 
tionary trend  in  the  United  States. 

To  put  it  another  way  :  we  will  not  get  the  cost  of  living  under  control  until 
we  get  the  cost  of  government  under  control. 

Many  political  leaders  in  Washington  have  been  critical  of  the  New  York  City 
officials  whose  policies  have  been  responsilile  for  that  city's  financial  plight. 

I  strongly  agree  that  New  York's  politicians  are  responsible  for  the  financial 
mess  in  that  city,  and  I  firmly  oppose  any  federal  bailout  program  for  New  York. 

But  I  wonder  if  many  federal  oflSce  holders  have  stopped  to  consider  the 
parallels  between  New  York's  reckless  policies  and  those  being  pursued  in 
Washington. 

Mayor  Beame  can  come  hat  in  liand  to  Washington,  but  when  it  comes  time 
to  pay  the  piiier.  to  whom  will  the  I'resident  of  the  United  States  turn? 

Fedei-al  officials  recognize  that  New  York  must  get  on  the  path  to  fiscal 
responsibility.  But  they  do  not  appear  to  think  that  the  same  rule  applies  in 
Washington. 

This  year.  New  York  City  will  have  a  deficit  equal  to  5  percent  of  its  budget. 
The  federal  government  will  have  a  deficit  ecpial  to  22  percent  of  its  budget. 

Of  course,  the  federal  gt»vernment  has  access  to  the  printing  press.  It  can 
finance  almost  any  conceivable  deficit  temporarily — and  I  emphasize  temporarily. 

And  the  future  cost  is  staggering.  Today  New  York  politicians  are  learning 
that  sooner  or  later,  someone  has  to  say.  "No."  When  will  that  lesson  be  learned 
in  Washington? 

If  the  federal  government  is  to  learn  its  lesson  before  bankruptc.v  becomes 
apparent,  it  will  ))e  because  the  people  themselves  will  demand  that  their  leaders 
adopt  a  course  of  fiscal  responsibility. 

And  that  in  turn  will  happen  only  if  the  people  focus  their  attention  on  these 
critical  financial  problems — if  they  become  aroused  about  the  squandering  of 
their  tax  dollars  and  the  failure  of  politicians  to  exercise  restraint  and  good 
judgment. 

What  is  needed  is  a  national  debate  on  this  vital  subject. 

Tliat  is  why  I  particularly  welcome  this  hearing.  This  kind  of  session  can  do 
mucli  to  draw  attention  to  our  problems  in  the  area  of  government  finance. 

The  debate  will  broaden  if  proposals  are  reported  to  tlie  floor  of  the  Senate  and 
the  House,  and  critical  votes  are  taken. 

And  should  the  issue  then  be  submitted  to  the  states  for  ratification.  I  believe 
we  can  anticipate  a  vigorous  debate  all  across  the  nation  as  state  legislatures 
and  the  people  as  a  whole  come  to  grips  with  this  tremendously  important 
question. 
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I  have  great  faith  in  the  good  .iiulgment  of  the  people  in  this  conntry.  Given 
the  facts.  I  feel  they  will  elioose  wisely. 

Therefore  I  hope  tliat  tliis  liearing  will  mark  the  beginning  of  an  awalcening  of 
interest  in  tlie  vital  issues  of  fiscal  policy. 

Mr.  Chairman,  I  a.slv  that  in  the  liearing  record,  a  table  showing  federal  fnnds 
receipts  and  outlays,  surpluses  and  deficits,  and  the  interest  on  the  public  debt  for 
the  years  1957-1976  be  printed  at  the  conclusion  of  my  remarks. 

DEFICITS  IN  FEDERAL  FUNDS  AND  INTEREST  ON  THE  NATIONAL  DEBT  1957-76  INCLUSIVE' 
[In  billions  of  dollars] 

Surplus  (+)  Debt 

Year  Receipts  Outlays    or  deficit  (—)  interest 

1957 

1958 _ 

1959. 

1960 _ 

1961.... 

1962 

1963 

1964. 

1965 

1966 

1967.. 

1968 

1969 

1970 _. 

1971... 

1972 

1973 

1974 

1975.,. 

1976  2... 

20-yrtotaI 2,325.8  2,645.6  -319.8  330.7 

'  Prepared  by  Senator  Harry  F.  Byrd,  Jr.,  of  Virginia. 

2  U.S.  Treasury  Department  estimates. 

3  In  my  judgment,  this  deficit  estimate  is  unrealistically  low. 

Source:  Office  of  IVIanagement  and  Budget,  and  Department  of  the  Treasury. 


STATEMENT  OF  HON.  HARRY  E.  BYRD,  JR.,  A  U.S.  SENATOR  FROM 
THE  STATE  OF  VIRGINIA 

Senator  Byijd.  Thank  you,  Mr.  Chairnian.  Senator  Curtis,  Senator 
Scott,  Senator  Nunn. 

I  am  pleased  to  support  the  proposal  ottered  by  the  distiiifruished 
Senator  from  Nebraska.  I  think  it  is  vitally  important  that  this  Gov- 
ernment get  back  to  a  balanced  budget.  I  realize  that  philosophy  today 
is  considered  a  bit  out  of  date ;  but  I  still  think  it  is  sound.  I  am  one 
who  believes  that  times  and  conditions  and  opportunities  change,  and 
that  we,  as  individual  citizens,  must  change  with  the  times.  But  there 
are  certain  things  that  do  not  change  and  the  arithmetic  table  is  one. 
The  problem  facing  our  Nation  now  is  the  continued  disregard  of  the 
arithmetic  table,  the  continued  determination  of  the  Congress  and,  I 
might  say,  the  administration,  too,  to  refuse  to  go  to  a  balanced  budget. 
There  is  no  discipline  in  the  Congress,  and  the  only  way  we  can  get 
discipline,  as  I  see  it,  is  for  a  proposal,  such  as  the  one  which  is  being 
considered  by  this  committee  today,  namely  a  constitutional  require- 
ment that  there  be  a  balanced  budget  with  certain  provisions  for  emer- 
gencies. Every  State  in  the  Union  requires  a  balanced  budget. 

I  admit  that  the  Federal  Government  is  in  a  somewhat  different 
situation,  but  not  entirely.  Unless  we  can  bring  some  sense  of  discipline 
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to  the  Congress,  and  apparently  there  is  no  way  of  doing  it  other  than 
to  have  a  constitutional  requirement,  I  think  that  we  will  go  from 
bad  to  worse  in  a  financial  way. 

Senator  Sccrr.  Senator,  a  few  minutes  ago  we  had  Senator  Bumpers 
with  us,  and  he  spoke  of  while  he  was  Governor  of  his  State,  and  I  re- 
ferred to  the  fact  that  the  Governor  of  our  State  was  attempting  to 
have  a  balanced  State  budget  in  Virginia,  and  that  he  Avas  taking  a 
little  bit  of  flack  for  reducing  the  State  contribution  to  the  schools  by 
5  percent  and  some  other  economy  measures,  but  commended  him  for 
this.  I  would  assume  that  you  would  join  in  any  such  statement  as  that. 

Senator  Byrd.  I  certainly  would.  I  think  Governor  Godwin  is  show- 
ing political  courage  and  economic  good  sense  in  what  he  is  doing. 

Incidentally,  I  was  at  a  dinner  Saturday  night  at  which  Governor 
Godwin  spoke.  I  suppose  there  were  700  or  800  people  there.  During 
the  course  of  his  remarks  he  said  that  he  was  fulfilling  his  constitu- 
tional duties  by  mandating  a  reduction  of  5  percent  in  certain  State 
expenditures,  and  he  got  the  biggest  hand  that  he  got  throughout  the 
very  fine  speech  which  he  made. 

Senator  Curtis.  Senator  Byrd,  you  will  be  happy  to  know  that  just 
a  few  minutes  ago  I  placed  in  this  record  a  telegram  from  Gov.  INIills 
Godwin,  Jr.,  endorsing  the  proposal  for  a  constitutional  requirement  of 
a  balanced  budget. 

Senator  Nuxx.  Mr.  Chairman,  I  might  add,  in  the  State  of  Georgia, 
Governor  Busbee  is  taking  a  similar  leadership  position,  and  that 
State  legislature  has  gone  along  with  him.  They  had  an  emergency 
session  and  they  cut  back  on  the  budget  because  the  revenue  estimates 
went  down. 

I  might  also  add  that  there  are  certain  State  legislators  in  Georgia 
who  have  almost  given  up  on  any  move  like  this,  that  we  are  talking 
about  today  being  made  in  Washington,  and  who  are  ti-ying  to  stimu- 
late interest  in  the  Constitutional  Convention  for  the  purpose  of  re- 
quiring that  there  be  a  constitutional  amendment  to  balance  the 
budget. 

That  is  a  very  difficult  route,  and  I  would  hope  that  we  could  achieve 
it  by  passing  it  here  in  Congress  and  allowing  the  normal  amendment 
process  to  work. 

Senator  Scott.  Thank  you,  gentlemen,  both  of  you,  for  being  here. 

Senator  Curtis,  the  connnittee  is  adjourned. 

Thank  you. 

["Wliereupon,  at  2  :12  p.m.,  the  subcommittee  recessed,  to  reconvene 
upon  the  call  of  the  Chair.] 
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